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Foreword 



By The Rt. Hon. Ray Gunter, M.P. 
Minister of Labour 



This Report by a Committee of the National Joint Advisory Council describes 
existing arrangements for the preservation of occupational pension rights on 
change of employment and considers how these operate in practice and their 
social and economic effects. The Committee reports that only about eight 
per cent, of employees changing their jobs have their occupational pension 
rights preserved and concludes that universal and effective arrangements for 
preservation are desirable. The Report considers how such arrangements might 
be made. 

There is a wide interest in this question, particularly among those who are 
concerned with the operation of occupational pension schemes. The issues are 
complex and need careful thought. The National Joint Advisory Council has 
agreed that the Report should be published to provide a basis for further 
discussion and consideration of the problem. It wilt, I feel sure, help to point 
the way to workable and acceptable solutions. 
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1. Introduction 

1. We were appointed as a Committee by the National Joint Advisory Council 
following a discussion by the Council in July, 1964 on the possible effect of 
lack of arrangements for the preservation of occupational pension rights on 
change of employment. The National Economic Development Council had 
previously discussed this problem and had suggested that the Minister of 
Labour’s National Joint Advisory Council was an appropriate forum for a 
full examination of all the considerations involved. 

2. The Committee’s terms of reference were, “ To consider and report on the 
economic and social implications of existing arrangements for preservation of 
pension rights on change of employment, the desirability of extending such 
arrangements and the means by which such an extension might be brought 
about ”. 

3. The membership of the Committee was as follows: 

Chairman: Mr. A. M. Morgan, c.m.g. 

Mr. A. J. Ashman, Ministry of Pensions and National Insurance 

Mr. D. E. Barrett, Inland Revenue 

Mr. R. Boyfield, Trades Union Congress 

Mr. M. Y. Cobb, m.b.e.. Confederation of British Industry 

Mr. W. H. G. Cooks, c.b.e.. Local Authorities 

Mr. P. R. Cox, Government Actuary’s Department 

Mr. L. A. Ellwood, National Association of Pension Funds 

Mr. C. W. Fogarty, H.M. Treasury 

Mr. K. Graham, Trades Union Congress 

Mr. J. Heritage, Trades Union Congress 

Mr. V. R. Jackson, Confederation of British Industry 

Mr. F. G. Jones, Local Authorities 

Mr. P. H. Jones, Confederation of British Industry 

Mr. L. Levy, Confederation of British Industry 

Mr. F. M. Redington, Life Offices Association and Associated Scottish Life 
Offices 

Mr. M. W. Reynolds, Trades Union Congress 
Mr. A. S. V. Skilton, Nationalised Industries 
Secretary: Mr. D. B. Smith, Ministry of Labour 

4. The Committee has also been assisted at a number of meetings by the 
following: 

Mr. R. H. Hensman, o.b.e.. National Association of Pension Funds 
Mr. E. F. Rogers, Confederation of British Industry 

Mr. G. W. Pingstone, Life Offices Association and Associated Scottish Life 
Offices 

5. We have considered a good deal of evidence put to us by organisations and 
individuals and at the beginning of our work invited views and evidence through 
announcements in the national press. We also approached a number of j^ople 
at universities and other institutions who were known to have an interest in this 
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Droblem We wish to record our appreciation of the very valuable assistance we 
have received in this way. Appendix I lists those individuals and organisations 
who have given us the benefit of their experience and ideas. 

6. We have also carefully considered the arrangements for the preservation of 
occupational pension rights in other countries. These are outlined in 
Appendix II We do not consider that the present arrangements in any ot tnese 
countries provide a ready solution to the situation in Britain but a study of 
the principles and practice followed has helped us to frame our Report. The 
most complete arrangements for preservation, notably in the Ne&erlands, are 
included in a comprehensive system of State control of occupational pension 
arrangements which raises issues far beyond our terms of reference. In other 
countries, e.g. Belgium, Denmark and Norway, a considerable measure ot 
preservation has been introduced under arrangements whereby the activities 
of insurance companies generally are supervised by the State. Finally, m other 
countries, e.g. Canada, Italy, Western Germany and the Umted States, the State 
has not acted to extend arrangements for preservation in occupational pension 
schemes to any significant degree. In all countries, the respective roles of the 
State and private pension arrangements in making provision for returement 
have both determined the relative growth of oecupational pension provision 
and arrangements for preservation. 

7. The objective of pension arrangements is to provide benefits in retirement 
and the rights to such benefits can be regarded as being built-up during the 
time in which the employee is a party to such arrangements.* Our terms of 
reference directed us to report on the treatment which is, and should be, 
afforded when an employee who is a member of an occupational pension scheme 
changes his employment before reaching the retirement age stipulated m the 
rules of such pension schemes. We have used the term ‘‘ preservation ’ in mis 
Report to embrace the general concept of the safeguarding of accrued pension 
rights, at least to some degree, for me benefit of the employee notwithstanding 
changes in employment. The term “ transferability (transferable pensions) ” 
is used more particularly to describe arrangements whereby the value of 
the pension rights acquired with one employer is transferred to a new employer 
by means of a payment (e.g. transfer value) paid by the employer, or the 
pension fund, with which the pension rights have accrued. The term “ deferred 
pension (frozen or cold-storage pension) describes arrangements whereby 
me accrued rights acquired with me employer remain the liability of that 
employer and are translated into benefits when the employee reaches retirement 



11. Occupational Pension arrangements in the 
United Kingdom 

(1) General 

8. Towards the end of 1964 the Government Actuary undertook an official survey 
of occupational pension schemes, the full results of which will be published 
shortly. The survey showed that the total number of employed persons who are 

• Strictly a “ right ” only comes into existence when certain eventualities occur, e.g. after a 
specified period of membership, or when the employee reaches retirement age. Under 
the rules of a pension scheme, potential benefits cannot be strictly held to have accrued 
until a “ right ’’ in fact exists. 
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members of occupational pension schemes is probably now about 12 million. Of 
these, some 4 million are employed in public services or in the nationalised 
industries, and the remaining 8 million are in private employment. About 10 
m i ll ion are men and 2 million women. Similar figures were disclosed by a 
survey conducted by the Institute and Faculty of Actuaries. 

9. A previous official survey showed a total of 8 million employees in pension 
schemes in 1956. The growth of occupational pension schemes in recent years 
has therefore been at an average rate of half a milUon employees a year. 

10. The amount being contributed to occupational pension schemes by 
employees and their employers exceeds £1,000 million a year which includes the 
cost of unfunded public sector schemes. More than two-thirds of this amount 
is paid by employers. 

1 1 . The number of persons in receipt of a pension from occupational pension 
schemes has grown from just over 1 million in 1956 to about 2 million at present, 
of whom about li million are men and half a million women, including widows. 
The total amount of pensions now in payment is about £350 million. The 
average amount of pension in payment is therefore about £3 10s. Od. a week 
but the actual pensions received by individuals vary greatly from less than 10s. 
a week to £20 a week or more. Another £200 million is paid each year in the 
form of returned contributions and in benefits of other kinds. A national 
random sample of nearly 4,000 interviews in 1962,* which was oo-directed by 
Professor Townsend and Mrs. Dorothy Wedderburn, provided the information 
in Table 1 about the distribution of weekly incomes from occupational pension 
schemes. 

Table 1 

Percentage of all persons with income from occupational 
pensions receiving various amounts of weekly income 
from such pensions 

Amount of pension Percentage of pensioners 



Under £1 


24 


£1 up to £2 


24 


£2 up to £3 


16 


£3 up to £4 


10 


£4 up to £5 


7 


£5 up to £6 


6 


£6 up to £7 


4 


£7 up to £8 


2 


£8 up to £9 


1 


£9 up to £10 


1 


£10 and over 


5 



12. Our terms of reference do not require us to report on the adequacy of 
occupational pension provision. At present about half of the working popula- 
tion are covered by occupational pension schemes and it has been estimated that 
at the end of 1963 such schemes probably covered two thirds of the male working 
population between the ages of 25 and 60. The degree to which individuals have 

* Further data from this enquiry is given in “ The Aged in the Welfare State,” Peter 
Townsend and Dorothy Wedderburn, published by G. Bell Ltd., London 1965. 
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provision for retirement does, however, vary greatly. At one extreme there are 
those who are not in pensionable employment, or who have forfeited occupational 
pension benefits on change of employment through the lack of arrangements for 
preservation, and who are entirely dependent upon National Insurance benefits 
supplemented in some cases by National Assistance. At the other extreme are 
those who receive a pension equal to two-thirds of their final salary which is 
adjusted periodically to maintain its purchasing power. Between ftese extremes, 
provision in retirement varies greatly and although the actual benefits finally 
paid might well be to some extent dependent on arrangements for preservation, 
the adequacy of these benefits is finally dependent on what individual employers 
are prepared to provide. 

(2) Forms of Occupational Pension Arrangements 

1 3. The Government Actuary’s survey will, in due course, provide comprehensive 
information about the many different forms of pension arrangements, the ways 
in which these are financed, their rules and the benefits they provide. For our 
purpose it is only necessary at this stage to indicate the main forms which such 
arrangements can take. 

14. The concept of accruing pension rights is traditionally associated with 
arrangements under which the retirement benefit is a direct function of length 
of service. The most simple case is a scheme whereby the pension benefit 
consists of a fixed amount of pension for each year of service. A great many ot 
the larger pension schemes, however, provide pensions which are a function ot me 
final or “ final average ” salary* as well as of length of service and in many 
schemes the retirement benefit depends on the length of service and on sala^ 
averaged throughout the whole or a large part of that service, although the 
pension need not accrue at a uniform rate. Finally, there are pension schemes in 
which the retirement benefit clearly cannot be held to accrue regularly. 
Examples of these are to be found where the rules provide pensions of tod 
amounts or a fixed proportion of salary. There are in addition ex gratia pensions 
which are awarded by employers to their retiring employees in circumstances 
in which no formal arrangements need exist for their payment and where 
employees need not necessarily possess a right to any pension in retirement. In 
some cases such pensions have in time taken the character of a contractual 
payment and employees are fully aware of the benefits they can expect. 

(3) Tax provisions 

15. It is necessary to set out briefly the main tax provisions which apply to 
private occupational pension arrangements. There are three principal kinds of 
arrangements to which special tax provisions apply. 

(i) Superannuation funds approved under Section 379 of the Income Tax Act’ 
1952 

16. The Inland Revenue can approve superannuation funds for tax relief 
provided that: 

(a) the fund is established under irrevocable trusts in connectiori with a trade 

or undertaking carried on in the United Kingdom by a person residing therein , 



• “ Salary ” will be defined in the rules of a pension scheme and need not be equivalent to 
total earnings. It might be assessed at the actual date of retirement, at a certain age, or in 
some other way. It might be averaged over, say, the last 3, or 5, or 10 years of service. 
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(b) its sole purpose is the provision of annuities for employees on retirement 
at a specified age (or earlier through incapacity) and/or their widows or 
dependants on their death; 

(c) the employer contributes to the fund. 

The Revenue are however given discretion to approve a fund (or part of a 
fund), subject to such conditions as they think fit, notwithstanding that: 

(a) the fund’s rules provide in certain contingencies for the return of 
employees’ contributions; 

(b) the provision of annuities is the main but not the sole purpose of the fund. 

17. The full scale of reliefs is for a fund which exists to provide pensions only. 
If any part of the benefit provided by the fund takes the form of a lump sum, 
in addition to a pension, the tax reliefs available are correspondingly restricted, 
but no part of a fund would be approved if it provided for a lump sum exceeding 
one quarter of the total retirement benefit in respect of that employment. 

18. Broadly, the effect of approval, combined with other provisions of the 
Income Tax Act, is that: 

(a) the fund’s income from investments is exempt from tax and the fund 
is not subject to capital gains tax; 

(b) employer’s contributions are deducted in computing his profits for 
tax purposes, although these would in any case rank as a deductible business 
expense on ordinary principles except in special circumstances ; e.g. an initial 
capital contribution to set up a fund; 

(c) employees’ contributions are deducted in computing their earnings for tax 
purposes ; 

(d) employer’s contributions are not treated as taxable income of the 
employee. 

19. If the fund’s rules provide for the return of employees’ contributions on 
leaving employment, as they usually do, a charge to tax at one quarter of the 
standard rate of income tax is imposed on the refund by Regulation 8 of the 
Statutory Regulations. This tax is charged on the fund; it is a matter for the 
fund itself whether or not to provide in its rules for the liability to be passed on 
to the withdrawing employee. 

(ii) Superannuation schemes approved under Section 388 of the Income Tax 
Act, 1952 

20. Section 388 is part of an anti-avoidance Chapter of the Act which sets 
out to counter avoidance arrangements which enabled what would otherwise 
have been taxable remuneration or pension to be provided tax free as lump sum 
retirement benefits. Section 388 enables the Inland Revenue to exclude bona 
fide pension arrangements from the effect of these provisions. The Section 
provides that the Inland Revenue shall approve a retirement benefits scheme 
unless the main benefit it affords is not a pension for the life of the employee, 
or, if it is, that the scheme fails to satisfy one or more of the following main 
conditions; 

(a) that the benefit will accrue only on retirement at a specified age (or earlier 
through incapacity) or on death ; 
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(b) that the proportion between the non-commutable pension and the value 
of all other benefits provided, e.g. a commutable pension or lump sums, is 
reasonably comparable to the proportion between such values which is 
usually afforded by statutory superannuation schemes; 

(c) that the aggregate value of all benefits is reasonably comparable to those 
usually afforded by statutory superannuation schemes; 

(d) that the pension is not assignable. 

21. Approval under this Section saves the employee from being charged tax on 
the employer’s contributions which go to provide the employee s retirement 
benefits. If the scheme is contributory, the employee’s contribution is not 
afforded relief by this Section, but if the scheme takes the form of the payment 
of premiums on a life insurance policy, the employee may be given the ordmary 
life insurance relief. There is no special provision about employers contribu- 
tions which normally rank as a deductible expense on ordinary principles. The 
investment income, if any, of Section 388 schemes is largely free of tax (but see 
para. 100). 

(iii) Superannuation schemes not needing approval by the Inland Revenue 

12. Certain types of retirement benefit schemes (other than those approved 
under Section 388) are not within the scope of the anti-avoidance provisions of 
Section 386 of the Act which provides that the cost of providing retirement 
benefits is assessable to tax on the employee. Such schemes include arrange- 
ments by employers who are individuals or partnerships of individuals, certain 
pre-1947 schemes, and certain kinds of provident fund and staff assurance 
schemes providing lump sum benefits for lower paid employees. 

23. The Government Actuary’s survey has provided some provisional informa- 
tion about the relative numbers of pension schemes approved under the various 
provisions of the Income Tax Acts and the relative number of members of such 
schemes as shown in Table 2: 

Table 2 



Numbers of Occupational Pension Schemes and Numbers of Members 
Estimated distribution according to the Sections 
of the Income Tax Acts under which they are approved 





Percentage of 


Percentage of 


Type of Approval 


Schemes 


Members 


Section 379 (wholly approved) 
Section 379 partly approved 


38 


72 


and partly unapproved)* 


2 


11 


Section 379 and Section 388 


3 


6 


Section 388 
Section 387 (Exempted 


36 


7 


Provident Funds) 


8 


1 


Unapproved 


13 


3 




100 


100 




— 


— 


* These are funds which are relieved of tax to the extent to which they provide pensions 
at retirement age (see para. 17). 
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24. It will be seen that 89 per cent, of ^11 members are members of funds which 
are approved either wholly or in part under Section 379. A considerable 
number of the schemes approved under Section 388 cover only a small number 
of employees and only about 3 per cent, of all contributions to pension arran^- 
ments are made to schemes approved under Section 388 alone. These estimates 
are important for what follows in our Report. 



HI. Existing Arrangements for Preservation of 
Pension Rights 

(1) The National Insurance Acts 

25. The basic pension provided by the National Insurance Scheme, on retire- 
ment at the minimum pension age (65 for men, 60 for women) which is at 
present £4 Os. Od. a week for a single person, is fully preserved regardless of 
any changes of employment. Moreover, the National Insurance Act, 1959, 
which introduced the Graduated Pension Scheme, was an important develop- 
ment in providing an additional degree of preservation for a significant number 
of employees. Since April 1961, all employees earning more than £9 Os. Od. a 
week have become liable, unless contracted out by their employers, to pay 
graduated contributions on their earnings above £9 Os. Od. up to a maximum, 
now of £18 Os. Od. a week, and graduated pensions, based on the contributions 
paid, become payable as a supplement to the basic flat-rate pension oh retire- 
ment. For a man with earnings of £18 Os. Od. a week participating in the 
Graduated Pension Scheme, total pension rights (the basic pension plus the 
graduated pension) are accruing at a rate geared to a weekly pension of about 
£7 3s. Od. for a single man, or £9 13s. Od. for a married couple, after 47 years of 
contributory service.* The graduated element of the national insurance 
pension is also fully preserved on change of employment. Under the 1959 
Act (now the 1965 Act), employers who contract out their employees 
from the Graduated Scheme are required to guarantee “ equivalent pension 
benefits ” for their employees on retirement and to preserve these benefits if 
the employment ends before retirement age. “ Equivalent pension benefits ” 
means benefits at least equal to those which would be secured over the same 
period in the Graduated Pension Scheme by an employee contributing at the 
maximum level. The employer can do this by putting the pension in “ cold 
storage ”, to be paid not later than the statutory, retirement age; or, where the 
employee has moved to another contracted out employment, by arranging for 
the employee’s rights to be transferred to the occupational pension scheme of 
the new employer. Failing preservation by either of these methods, the 
employer must make a “ payment in lieu ” of graduated pension contributions 
to the National Insurance Scheme which secures graduated benefit for the 
employee at the maximum level. 

26. At present just over 4J million members of about 24,000 pension schemes 
have been contracted out of the Graduated Pension Scheme. There is no 
conclusive evidence that the arrangements for preservation provided by the 

•Both the flat rate and the graduated pension rates are increased where retirement takes 
place in the five years following minimum pension age. 
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Scheme have so far led to any great extension of deferred pensions or of the 
transfer of rights between employers beyond that required by the Scherne, but 
the number of cases in which preservation is afforded by deferred pensions or 
transfer values rather than by making payments in lieu to the National Insurance 
Fund is gradually in creasing. It is important to remember that these arrange- 
ments do not require the preservation of that part of a pension which may be 
in excess of the maximum provided by the Scheme, and for many contacted 
out employees a change of employment might still entail a loss of considerable 
benefits. The introduction of the Graduated Pension Scheme has, however, 
led employers to re-examine their pension arrangements and may have prompted 
the extension of arrangements for preservation at appreciably more than 
the minirmim provided by the Act. 

(2) Arrangements for preservation in the private sector 

27. In this section we describe the rules of pension schemes on preservation. 
The treatment in fact provided in practice is described in Part IV of the Report. 
The Government Actuary’s survey of occupational pension arrangements has 
provided information on the provisions of the rules of private sector pension 
schemes as to preservation. There is little difference in the provision made 
for men and women and there is usually no qualifying period for preservation 
where this is afforded, although schemes covering about one member^ in ten 
specify a 5 or 10 year membership qualification. The rules often distinguish 
between treatment on dismissal and on voluntary withdrawal. About 70 per 
cent, of all members are in schemes where, on dismissal, they are afforded the 
possibility of preservation as of right. A further 10 per cent, can be afforded 
preservation at the employer’s discretion. For voluntary withdrawals, ^ in 
schemes covering 30 per cent, of all members the rules provide for preservation 
as of right and a further 40 per cent, are in schemes where preservation is at the 
employer’s discretion. Although the rules of schemes covering the great 
majority of members thus provide for preservation in certain circumstances and 
in many cases this is in respect of both the employee’s and the employer s 
contributions, in some schemes preservation consists of a benefit which is only 
the equivalent of the member’s own contribution. Some 50 per cent, of members 
are in schemes which have power to pay transfer values on dismissal and some 
40 per cent, are in schemes which have this power in the event of voluntary 
withdrawal. Eighty per cent, are in schemes having power to award deferred 
pensions on dismissal and about 50 per cent, of members are covered by schemes 
allowing this treatment on voluntary withdrawal. 

(3) Arrangements for preservation in the Civil Service 

28. On the transfer of an established civil servant to other forms of public 
employment his accrued pension rights may be preserved either under: 

(a) reciprocal arrangements whereby a transfer value — broadly representing 
the value of the accrued pension rights — is passed from the superannuation 
scheme of the old employer to that of the new employer, thereby enabling 
pensionable service rendered before the transfer to be reckoned as pensionable 
service in the superannuation scheme of the new employer; or, 

(b) arrangements by which the civil service accrued pension is placed in 
“ cold storage ” and becomes payable at the time and in the circumstances 
that it would have become payable if the employee had remained in the 
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civil service. Ordinarily the deferred pension is computed on the basis 
of the civil service salary immediately before the change of employment 
occurs. Where, however, the transfer is to certain “ public ofBces ”, the 
superannuation schemes of which afford similar benefits to those under 
the civil service scheme, the pension for the whole of the service is based 
on the final pensionable salary and apportioned between the two or more 
employers concerned. 

29. In addition, a deferred pension is granted to any civil servant who voluntarily 
resigns from the service after the age of 50, irrespective of the type of employment 
(if any) he may choose to enter. But in this case the pension becomes payable 
at age 60, whether or not the employee has then retired from employment. 

30. Reciprocal arrangements of the kind referred to in paragraph 28(a) have 
been made with a large number of pensionable public and quasi-public employ- 
ments, so that there is now a network of transfer arrangements between the 
civil service and practically the whole of what mi^t be termed the public sector 
of employment within the United Kingdom. As far as transfers between the 
civil service and employments outside the U.K. are concerned, fairly frequent 
use is made of deferred pension arrangements where the Treasury is able to 
“ approve ” such employment. In these cases the employment does not need 
to be pensionable and if the officer later returns by agreement to the civil service, 
his later service is aggregated with his previous civil service for superannuation 
purposes. These arrangements are also used for transfers to employment 
within the United Kingdom which for one reason or another are not covered 
by reciprocal arrangements. 

31. We understand the policy on the type of employment which is approvable 
for the preservation of pension rights has developed over the years. In recent 
years, a wide view has been taken in practice and employment may be approved 
if the Treasury is satisfied that it is not of a private or commercial character 
and that the officer’s transfer is in the widest sense in the public interest. The 
kind of employment which has been approved under these arrangements 
includes service with Commonwealth and Colonial governments, international 
organisations, universities in this country and public boards with which there 
are no transfer arrangements. We understand that there is in fact no legal 
bar under the Superannuation Acts to prevent approval being given to private 
or commercial employment, but until recently such employment has not been 
approved as a matter of policy. An important development in these arrange- 
ments has, however, recently been introduced. Where an officer above the 
pay level of a Principal is released with the consent of his Department, the 
Treasury is now prepared to approve any United Kingdom based industrial 
or commercial employment. We understand that this is being widely interpreted 
and might include, for example, an agricultural enterprise, or self employment 
in a professional or similar capacity. 

32. Similarly, there is no legal bar against transfer values being paid in cases 
of transfer to private or commercial employment. The Superannuation 
(Miscellaneous Provisions) Act, 1948 gives wide powers in this respect both 
as regards civil servants and other people in the public service. It allows rules 
to be made enabling transfer values to be paid to — or to be received from— 
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any other pension fund; the only limitation is that the other employment must 
be pensionable. We understand, however, that in practice such rules have not 
been extended to covet private or commercial employments. 

(4) Arrangements for preservation in Local Government Service 

33. In local government the preservation of pension rights on change of 
employment within the service is complete through arrangements whereby 
transfer values are payable between employing authorities. These arrangements 
apply to all “ officers ” as of tight but authorities are given discretion as to 
whether the statutory provisions are applied to those described in the statute as 
“ servants ” (i.e., broadly speaking manual workers). Transfer values are 
calculated in accordance with the Local Government Superannuation (Transfer 
Values) Regulations, 1954 and transfer value tables have been drawn up to 
provide a convenient practical method of assessing the value of pension rights. 
Broadly they take account of prospective salary progression and the incidence 
of death, retirement and withdrawal. The tables are therefore constructed so 
that the transferring authority makes a contribution not only for service in that 
authority, but also towards the advancement of the officer throughout his career. 

34. This system of transfer values is not confined to local government service 
alone. There are numerous interchange rules which preserve an officer’s 
pension rights on transferring to other employment within the public sector. 
Such employments include the civil service, teaching, public services overseas 
and designated public boards. Arrangements also exist for the award of a 
deferred pension to officers on withdrawal to take up certain analogous employ- 
ments overseas, the deferred pension becoming payable on normal retiring age. 

35. Similar arrangements do not, however, generally exist between local govern- 
ment employment and the private sector. Generally, a local government 
officer transferring to the private sector forfeits his pension rights and receives 
only a refund of his own contributions. 

(5) Other Public Services 
(a) Teachers 

36. Transfer value arrangements on the lines described in paragraph 28(a) now 
exist between teaching and all the other main public services. In addition there 
are older arrangements in the teachers’ scheme which facilitate transferability. 
On account of the sporadic nature of much teaching employment (especially 
by married women) teachers have always enjoyed the right to leave superannua- 
tion contributions standing to their credit on withdrawal, and to aggregate all 
periods of service without regard to intervals. There is no requirement that 
employment should continue to retirement, or to any specified lower age, 
provided that one of a number of alternative qualifying periods for retirement 
benefits is completed. The qualifying periods are rather long — 30 years, or 
20 years in most cases for married women, with concessions for late entrants 
or re-entrants — but a wide range of other educational or public service employ- 
ment, at home or overseas, can count towards them. These arrangements 
enable a substantial number of teachers to qualify for deferred pensions. 
Where the teacher goes to other public teaching employment in the U.K. 
(e.g. to Scotland or Northern Ireland), or to a university, the deferred pension 
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may be “ enriched ” — ^that is calculated on the years of teaching service in 
En^and and Wales and on the final salary in the other employment. For the 
employee this long-standing arrangement normally produces the same result 
as the more recent device of the payment of a transfer value. 

(b) National Health Service 

37. There is provision for transfer values between the National Health Service 
and the other main public services and also with a number of independent 
bodies providing health services. Provided that the employee later returns to 
and retires from the National Health Service, pension rights may be preserved 
during a period of absence from Health Service employment on a course of 
study. Employment in the medical and other fields closely related to the 
National Health Service, including such employment overseas, may be approved 
which has the effect of preserving accrued pension rights and a deferred pension 
may be payable where retirement is from approved employment. There is no 
provision for the deferred pension to be “ enriched ”. 

(c) Police 

38. There are arrangements for aggregation of service under different police 
authorities within the police scheme, but there is at present no provision for 
the payment of a transfer value. Exceptionally, there is an arrangement under 
which, where an officer has served in the police and in established civil service, 
a pension may be awarded on aggregate service (adjusted to take account 
of the differing value of the two superannuation schemes) and final salary, 
and apportioned between the employing authorities concerned. There are 
special arrangements for preservation of pension rights in the case of service 
with overseas police units and other public service overseas. Finally, all police 
officers (except Chief Constables and certain other senior ranks) are free to 
retire with eligibility for pension on completion of 25 years’ service and 
independently of age. Those now retiring are all eligible for immediate pension ; 
but entrants after 7th August, 1961 retiring with less than 30 years’ service will 
receive payment of pension only from age 50. 

(d) Firemen 

39. There is provision in the firemen’s scheme for the aggregation of service 
with different fire authorities, on payment of transfer values. The scheme 
also provides for the aggregation of service in a home brigade and employment 
entered upon in pursuance of arrangements made by a Secretary of State in 
connection with the training and organisation of fire-fighting forces in certain 
overseas territories. Interchange arrangements exist which cover moves 
between the fire service and the civil service and local government service. 
With the exception of chief officers (and firemasters), firemen are free to retire 
with eligibility for pension when they can reckon 25 years’ pensionable service 
and have reached age 50, but the age condition does not apply to some of those 
who were serving on 10th My, 1956. 

(6) Arrangements for preservation in the Nationalised Industries 

40. The preservation of pension rights on change of employment is a feature 
of each of the nationalised industries’ schemes. It is secured for members of 
the “ staff” schemes by the following methods: 
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(a) Interchange arrangements of the kind described in paragraph 28(a) 
are mainly confined to the public sector. In some cases similar arrangements 
are made with employers in the private sector but where arrangements on 
these lines may not be appropriate — because of a marked dissimilarity 
between the benefits provided— an informal arrangement is possible whereby 
a back service credit or other additional benefit is granted in the new scheme 
in exchange for the payment of a transfer value. Where such arrangements 
exist they are, in general, available to members at option and usually without 
the requirement of any qualifying period of service. 

(b) Each of the nationalised industries’ schemes provides for the award 
of deferred pensions. In four of the schemes this is subject to the empioyers’ 
approval, although in one of these a deferred pension can be claimed as of 
right from age 40. In another scheme a deferred pension is only available if 
the termination of employment is due to redundancy or to take up “ approved ” 
employment. 

(c) Three nationalised industries’ schemes provide for an amount equal 
to the actuarial reserve held in respect of the member to be used to purchase 
an insurance policy to provide a pension at retirement age. 

41. Similar arrangements exist for the preservation of pension rights of manual 
workers but the award of deferred pensions and arrangements for the purchase 
of insurance policies are not common to all schemes and in one case the provision 
made for the payment of transfer values has not yet been brought into operation. 
In another scheme for manual workers the rate of pension build-up per year of 
service is the same as the maximum provided under the Graduated Pension 
Scheme, and full preservation is afforded for service after April, 1961, either 
by means of a deferred pension in the scheme or by means of a payment in lieu 
to the National Insurance Scheme. 

(7) Summary 

42. It would appear from the evidence we have considered that, apart from the 
rights in relation to employees’ own contributions, the rules of occupational 
pension schemes in the private sector contain some possibility for the offer of 
some form of preservation for three-quarters of all members of pension schemes. 
The rules of many schemes, however, allow preservation in respect of both 
employers’ and employees’ contributions only at the discretion of the employer. 
Within the public sector there is an extensive network of transfer arrangements to 
preserve pension rights when individuals move to other employment within 
this sector but, whereas powers do exist in many public service schemes for 
the provision of arrangements for the payment of transfer values when employees 
move to the private sector, in general these powers have not been employed to 
any great extent. Some, but not all, public sector schemes, however, provide 
for a deferred pension for individuals taking up employment in the private 
sector. An examination of the rules of pension arrangements in the public 
sector as a whole shows that, whatever the reason for withdrawal, schemes 
covering some 10 per cent, of members afford preservation as of right and those 
covering a further 65 per cent, give the prospect of preservation at the employer’s 
discretion. Some 75 per cent, of members are in schemes providing for the 
return of their own contributions and in most cases this is the only benefit they 
can receive on leaving the public sector unless the employer exercises his 
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discretion in favour of preservation. All schemes in the public sector that 
provide for preservation envisage the possible payment of transfer values and 
some 20 per cent, of members are in schemes which can provide for the award 
of deferred pensions. 

IV. Extent to which Pension Rights are preserved 

43. In the previous section we have described the provisions in the rules of 
occupational pension schemes for the preservation of pension rights on change 
of employment. It does not, however, follow that in schemes which provide 
for preservation withdrawing members actually have their pension rights 
preserved. There are two reasons for this. Firstly, as has been pointed out, 
the rules of many pension schemes provide for preservation only at the discretion 
of the employer. Secondly, in the vast majority of contributory schemes the 
withdrawing employee has an option to the return of his own contributions 
in cash as an alternative to preservation and this option is exercised in the 
majority of cases. 

44. The Government Actuary’s survey has provided some provisional informa- 
tion about the degree of preservation actually afforded members leaving 
occupational pension schemes during 1963. In this period about 7 per cent, of 
all members, in both the public and private sectors, left their employment before 
reaching retirement age. 

45. Table 3 shows that some 39 per cent, of all withdrawing employees had 
the opportunity to elect for some form of preservation but that in practice 
only one in five in fact chose to do so. Of the employees who were dismissed 
(about 4 per cent, of the total), over 50 per cent, could have had their pension 
rights preserved, but only about one in four opted for this. Of those who 
withdrew voluntarily, about 37 per cent, were offered some degree of preserva- 
tion, but only about one in five of these opted for preservation. Of all with- 
drawing.employees, about 5 per cent, had their pension rights fully or partially 
preserved by deferred pensions and something over 2 per cent, benefited from 
the payment of a transfer value to a new employer. 

V. Economic and Social Effects of Present 
Arrangements for Preservation 

46. It has been seen that only a very small proportion of employees withdrawing 
from occupational pension schemes do in fact have their pension rights 
preserved. Only in the public sector are there comprehensive arrangements for 
preservation and these apply in the main to the movement of individuals between 
employments in this sector. Our terms of reference require us to report on the 
economic and social effects of present arrangements for preservation on change 
of employment. There are three main grounds on which the absence of arrange- 
ments for preservation is commonly criticised ; (1) that it impedes the mobility 
of labour, (2) that it is unfair or unjust, and (3) that it impairs provision for 
retirement. We consider each of these in turn. 

(1) Labour Mobility 

47. It has been widely suggested that the lack of general arrangements for the 
preservation of pension tights may constitute a significant obstacle to the 
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Table 3 

Occupational Pension Schemes 

Estimated Number of Exits in 1963 according to Degree of Preservation 
in both the Public and Private Sectors 

(Nos. xn OOO’s) 





Type of Exit 


Total 


Withdrew Voluntarily 


Dism 


ssed 




Less than 
10 years’ 
pensionable 
service 


10 or 

more years’ 
pensionable 
service 


Less than 
10 years’ 
pensionable 
service 


10 or 

more years’ 
pensionable 
service 


Pension rights fully 
preserved by grant of 
deferred pension 


22 (2-6%) 


12 (1-4%) 


2 (0-2%) 


2 (0-2%) 


38 

(4*4%) 


Pension rights partially 
preserved by grant of 
deferred pension 


8 (1-0%) 


1 (0-1%) 


— 


— 


9 

<M%) 


Transfer value paid 
whether in respect of 
fully or partially 
preserved pension 
rights 


13 (1-6%) 


4 (0-5%) 


1 (0-1%) 




CO 


Return of personal 
contributions (with or 
without interest) 

(i) Preferred by 
employee to other 
benefits 

(ii) No option to 
select other 
benefits 


227 (27-2%) 
264(31-7%) 


17 (2-1%) 
21 (2-6%) 


14 (1-7%) 
9 (1-1%) 


1 (0-1%) 
2 (0-2%) 


259 

(3M%) 

296 

(35-6%) 


No benefit of any 
kind 


179(21-5%) 


8 (1-0%) 


4 (0-5%) 


— 


191 

(23-0%) 


Other action 


17 (2-1%) 


5 (0-5%) 


— 


— 


22 

(2-6%) 


Total 


730 (87-7%) 


68 (8-2%) 


30 (3-6%) 


5 (0-5%) 


833 

<100-0%) 



NOTES : (i) Deaths and retirements on pension are excluded. 

(ii) The classification has no regard to payments in lieu or other action designed to 
preserve equivalent pension benefits to the level necessary to qualify for 
“ contracting out “ of the National Insurance Graduated Pension Scheme. 
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mobility of members of occupational pension schemes. If this were so, the 
economic consequences would be serious as a very substantial proportion of 
male employees are in pensionable employment. There would therefore be a 
clear case, on economic grounds, for the introduction of arrangements allowing 
as great a degree of preservation as was practical. 

48. We have not been able to obtain any statistical information on the extent 
to which mobility may be affected. Estimates are available of the turnover 
rate of employees in pensionable employment but no estimate is possible of the 
extent to which this might increase if pension rights were generally preserved 
on withdrawal. It has been suggested to us that research is necessary to assess 
the effect of pension arrangements on the mobility of the individual employee. 
Whilst such a study might be interesting, it is doubtful whether it would be 
possible to distinguish pension considerations sufficiently clearly from all other 
factors which must influence an individual’s decision whether to change his 
job. To provide meaningful results, the sample of employees studied would 
have to be sufficiently large to reflect different occupations, ages and levels 
of benefit. Such a study would also be likely to take a considerable time. 

49. Although precise statistical information is not available, the Committee 
has sought from employers, trade unions, academics and others who are closely 
associated with pension arrangements, views on the effect of lack of preservation 
on mobility. The views put to the Committee have been, perhaps surprisingly, 
consistent. They can be summarised as follows : 

(a) In contemplating a change of employment, an employee will consider 
many, often inter-related, factors of which pension expectations will be 
only one. A man may decide to move to another job to obtain promotion, 
for higher wages, for better or more congenial conditions of employment, 
to widen his experience or from more personal motives, e.g. because he 
wants to live in another area. For an individual employee in particular 
circumstances, any of these considerations might out-weigh the prospective 
loss of pension rights. A man may also judge that a higher salary or enhanced 
prospects of promotion will finally provide greater benefits in retirement than 
his current pensionable employment. 

(b) Equally, there are many factors which tie a man to his employment. 
Normally change is not in any case lightly contemplated and many employees 
are content to remain in a job which might not meet all their expectations 
rather than move to other employment with resultant upheavals. Family 
and social ties are important. Housing and arrangements for the education 
of the older employee’s children pose problems. The loss of seniority and of 
known promotion prospects for less certain advancement must also be 
considered. 

(c) Some employees, particularly those in higher management, might well be 
able to negotiate satisfactory pension benefits with a new employer even if no 
transfer value is available or when a deferred pension is not provided by their 
last employment. 

(d) For most younger employees up to the age of perhaps 35 or 40, the 
prospective loss of pension rights is unlikely to be considered a significant 
factor. Labour turnover in the younger age groups is high and there is no 
evidence that this is appreciably lower among employees in pensionable 
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employment. .For the majority^ the loss of provision for retirement is too 
remote a consequence to weigh appreciably against other factors. This is 
iHustrated by the fact that the vast majority of younger employees who have 
an option to preservation on withdrawal prefer to obtain the return of their 
own contributions in cash. Such decisions are often made in a responsible 
manner and after careful thought. The cash sum may be used to meet the 
expenses of a move or to make a capital purchase, e.g. a house, in the belief 
that its monetary value may appreciate whilst a deferred pension may 
depreciate markedly in real value. It might also be thought that the investment 
of a lump sum would provide a better return. Whatever the merits of these 
arguments, it nevertheless seems that the loss of pension rights does not 
generally constitute an ohstacle to mobility in these age groups. 

(e) The prospective occupational pension benefits of many employees, 
particularly for some manual workers, are often very low and the loss of 
these may not be regarded as a sufhciently strong consideration to outweigh 
Other factors which attract a man to other employment. 

(f) It is only in the older age groups, say from the age of 40, that the possible 
loss of pension rights begins, to assume an importance. The longer an 
employee has been a member of a pension scheme, the greater will be the 
rights he has accrued. Retirement is also nearer and the employee is more 
concerned with provision for it and for the protection of his dependants. 

(g) The value of the pension benefits will also be dependent on the position 
of the employee. Men and women in “ career ” occupations, in the professions 
and in the lower and middle levels of management may well lose rights of 
appreciable value which they are unable to make good in new employment in 
the remaining years of working life. The retaining power of a prospective 
pension will generally be greater the higher the expected value of the pension 
in relation to the level of the State pension. 

(h) Even where there are no pension arrangements, however, the level of 
labour turnover declines with age and with length of service and whatever 
the weight individual employees give to the loss of pension rights, other 
factors will continue to affect their decisions on job changing. A significant 
proportion of older employees with long service given the option of 
preservation still in fact opt to accept the return of their own contributions 
in cash even though the potential benefits in respect of their employers’ 
contributions might be considerable. Some 42 per cent, of all male office 
staff over the age of 40 with at least 10 years’ service in the Unilever Superan- 
nuation Fund opted on the termination of their employment for a return of 
their own contributions in 1962/63. For female office staff the proportion 
was 41 per cent, and for male works’ staff 80 per cent. In a nationalised 
industry scheme, some 93 per cent, of employees aged over 40 with 10 years’ 
service opted for a return of their contributions. Table 3 shows that of all 
employees with 10 or more years’ pensionable service who were given an 
option to preservation on withdrawal, about half chose the return of their 
own contributions. 

(i) It has been suggested that there is a tendency among some employees 
to change their job to obtain a refund of their contributions to a pension 
scheme. We are unable to estimate the extent of this, but do not consider 
that the practice is widespread. To the extent that it does occur, however, 
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it can be argued that present arrangements tend to encourage rather than 
discourage mobility. 

50. We have concluded that the effects of lack of arrangements for preservation 
on mobility are limited and selective. But it does not follow that they are 
without significance. In the evidence put to us it would seem that there is 
general agreement that many older employees who have valuable accrued pension 
benefits are likely to feel that they are tied to their employment because of 
the prospective loss of these rights. It is not, however, possible to estimate 
the contribution which might be made to the economy generally if the skill and 
experience of these individuals could be more freely deployed. Nor is it possible 
to estimate with any precision the extent to which mobility is in fact limited. 

5 1 . We recognise, however, that through mobility some employees can acquire 
wider skills and experience which can contribute to a more competent and 
efficient labour force. In the Local Government Service, for example, it is 
the accepted procedure for officers to change employment to widen their 
experience and obtain promotion. In the appointment of senior officers it is 
quite usual to appoint officers from another authority and this allows the 
appointment of the best candidate. The well developed arrangements for the 
preservation of pension rights allow such mobility to a much greater degree 
than is usually found in other employment in comparable occupations and 
whilst similar arrangements are not feasible for the private sector as a whole, 
arrangements which could more freely allow recruitment at all levels might 
prove of appreciable benefit. It has also been suggested to us that it is necessary 
to allow freer mobility between higher education, industry and the public 
sector and that general arrangements for preservation could contribute to 
this. An increasing rate of mobility might well be necessary in the future to 
meet the accelerating rate of technological change and to allow the success 
of regional development policies. The growth of occupational pension schemes 
in recent years will provide more valuable benefits for an increasing number 
of employees and, in time, more manual workers can be expected to accrue 
valuable rights. It is not however possible for us to estimate the extent 
to which mobility may need to be encouraged. 

52. It is clear from the evidence put to us that the mobility of the great majority 
of employees is not in practice inhibited by pension arrangements. In 
considering the effect of present arrangements on mobility alone, we have 
therefore concluded that there are not sufficiently strong grounds for seeking 
the introduction of general arrangements to ensure the preservation of pension 
rights for all employees at present, but we recognise that the growing trend to 
make provision for preservation can help in some oases and circumstances to 
remove one obstacle to mobility which might have increasing effect. 

(2) Unfairness 

53. It has been claimed that pension arrangements not providing for preservation 
operate unfairly and possibly to the benefit of the employer. It is sometimes 
alleged that the employer in fact makes a profit when employees leave his 
service without having their pension rights preserved. It is, of course, true 
that the smaller the benefits are on withdrawal the less costly is the scheme, 
but this cannot be regarded as making any sort of profit out of pension arrange* 
ments. Pension schemes can be costed in a number of different ways which 

23 



Printed image digitised by the University of Southampton Library Digitisation Unit 



may or may not make allowance for probable future withdrawals. If in a 
non-insured fund, for example, the actuary has made allowance for future 
withdrawals in assessing the required contributions, and this allowance proves 
correct, the fund will develop as planned and meet liabilities as they arise. It 
however the number of withdrawals is, for example, greater than was experted, 
the contribution will prove to be higher than is ultimately required. This 
cannot be fairly described as providing a profit to the employer. 

54. It is also often suggested that as an employer’s contributions are relieved 
of tax, the employer profits from the tax reliefs when the benefit of these 
contributions is not given to a withdrawing employee. This is a misconception. 
An employer’s contributions to an approved pension fund are alienated and 
cannot be withdrawn to his benefit. They must remain in the fund and might 
be reflected in increased benefits for remaining members or in reduced future 
contributions, which would in any case have qualified to be set against profits. 
In the case of Section 388 schemes it is possible for the employer to withdraw 
a surplus, but in doing so is liable to tax on the sum withdrawn as though it were 
income. 

55. The main reason put forward for the unfairness of pension arrangements 
which do not provide for preservation is that pensions are a form of deferred 
pay and that employees should therefore be entitled to them as of right when 
they reach retirement age whether or not they are still in the same employment. 
There may not be general agreement that the right to a pension can be necessarily 
regarded as a right to deferred pay. We recognise however that as pension 
arrangements become more general, and to the extent to which their terms are 
negotiated with employees together with wages and other conditions of employ- 
ment, it becomes understandable that the feeling should spread that pensions 
are a form of pay which is deferred until a later date. 

(3) Provision for retirement 

56. Without preservation the number of employees receiving benefits from 
occupational schemes in retirement must be lower than would otherwise be the 
case. Equally employees who reach retirement after having worked with more 
than one employer and whose pension rights have not been preserved in respect 
of each period of pensionable employment will clearly receive, in total, lower 
benefits than if the rights accrued over the whole of their working life had 
been preserved. The Government Actuary’s Department has estimated that 
about 15 per cent, of pension provision now accruing might well be lost either 
through lack of provision for preservation or because employees choose to take 
their own contributions in cash on withdrawal. 

57. The principle which has governed provision for retirement in this country 
has been that the State should provide a basic level of pension which could 
be supplemented by individual savings, insurance or in other ways, or by 
occupational pension schemes. The Graduated Pension Scheme has modified 
this principle and is beginning to provide higher benefits for greater contributions 
to a maximum level of earnings. The State has encouraged the growth of 
occupational pension provision by allowing tax relief on the build-up of 
approved pension arrangements and by treating pensions on payment as 
taxable earned income. This has allowed pension provision at lower cost than 
would otherwise have been possible and the relief on the contributions of an 
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employee is normally higher than the rate of tax he has to bear in retirement 
when his income is lower. The availability of tax reliefs after Revenue approval 
has also encouraged employers to make advance provision for the payment of 
pensions and so provide greater security for the benefit of members, 

58. Without general arrangements for preservation, occupational pension 
schemes are not making the full contribution they otherwise could towards 
provision in retirement. The State’s encouragement through immediate tax 
reliefs suggests that the value of preservation extends beyond the interest both 
of employers who voluntarily introduce pension arrangements and of the 
individual members of private schemes. 

59. Occupational pension schemes are introduced voluntarily but once estab- 
lished aim to provide, usually with State assistance through tax reliefs, pensions 
on retirement. Some schemes may have been originally introduced for the 
purpose of providing additional inducements for the recruitment and retention 
of labour by a particular firm, but there would appear to have been a distinct 
change in the climate of opinion and an increasing recognition of the importance 
of provision for retirement. An employee who has joined a pension scheme 
as a condition of his employment has, of course, only the contractual rights 
which the scheme affords, but we believe that on social grounds there is justifica- 
tion for him also being regarded as having a right tQ the benefits which accrue 
in that scheme during his membership. It follows that, after what might be 
considered a reasonable period of service, he should be entitled to the protection 
of those rights if he loses or leaves his employment. If preservation is not 
afforded, an employee may well approach retirement with no, or only limited, 
benefits and have had no other opportunity to make reasonable provision for 
retirement in spite of long and loyal service to several employers rather than one. 
The return of his own contributions in cash will be an inadequate alternative to 
preservation in most cases. 

(4) Conclusion 

60. We do not believe that the arguments for preservation on the grounds of 
improving the mobility of labour are compelling. On grounds of general social 
policy, however, we believe that the lack of arrangements for preservation leaves 
an appreciable gap in the total provision for retirement and that if occupational 
pension schemes are to contribute fully towards this provision general 
arrangements for preservation, in as full terms as may be practical, are desirable. 

VI. Means of Extending Arrangements for Preservation 

(1) Preliminary Considerations 

(i) Transferability or deferred pensions 

61. Before considering the different ways in which arrangements for the preser- 
vation of pension rights might be made more generally available, it is first 
necessary to consider the form in which preservation might be generally afforded. 
As has been shown, pension rights can be preserved either by paying a transfer 
value from one pension scheme to another, or by retaining rights to a deferred 
pension in the pension scheme. The ideal solution is undoubtedly a compre- 
hensive system of transfer arrangements. This would allow an individual s 
pension rights to accumulate and move with him from one employment to 
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another and finally provide a single pension in retirement. In certain circum- 
stances, such arrangements could ensure that the final benefits payable in 
retirement would equal those which would have accrued if all the employee’s 
service had been with his last employer, although in the great majority of cases 
this could not be achieved without the willingness of the new employer to bear 
additional pension costs in respect of the earlier periods of service with other 
employers. As a minimum, a transfer value would only secure an annuity 
equivalent in value to it. In the public sector, however, employees can auto- 
matically benefit, in certain circumstances, from a transfer value which will 
give back service credit in a pension scheme and allow a pension based on final 
salary, or average final salary, to be obtained as if the back service years had 
been in full membership of the scheme. Some employers in the private sector 
are also occasionally prepared to grant benefits of this kind. Such arrangements 
clearly meet the problems inherent in transferability and can go a long way in 
meeting the problem of inflation. 

62. A number of practical difficulties do, however, arise in making general 
arrangements for transferability and it is necessary to consider these. Whether 
preservation is afforded by transfer or by a deferred pension, difficulties arise 
in determining the accrual of the pension rights to be preserved and this is a 
problem which we consider below. But if a transfer value is paid, a second 
problem arises in translating this payment into final benefits in a new scheme. 
The nature of the two pension schemes may well be different — ^to take a simple 
example one may provide pensions at age 60 and the other at 65 — and the 
payment of a transfer value may result in the employee receiving benefits 
different in form from those of the transferring scheme. Such benefits, while 
equal in actuarial value may be less or more attractive than those provided by 
the first scheme. The payment and receipt of transfer values would require the 
establishment of agreements between firms, and experience shows that 
difficulties can arise in attempting this. Moreover, the Inland Revenue do not 
at present permit the payment of a transfer value, if it is to escape the charge 
of tax, from a fnnd approved under Section 379 of the Income Tax Act, 1952 
except to another fund approved under the same Section. 

63. In any case, before a transfer value can be paid the employee’s new employ- 
ment must be pensionable. We consider later in this Report whether the 
establishment of a central fund, possibly under Government auspices, could be 
used as a receptacle for transfer values when employees move from pensionable 
to non-pensionable employment but we are not convinced that such arrange- 
ments are at present necessary, or could meet all the problems inherent in a 
general system of transferability. 

64. There remains yet another difficulty which we do not believe could be 
satisfactorily overcome. There is no requirement on pension schemes to be 
funded; many are only partially funded and some are unfunded. The accrued 
pension rights in respect of the transferring employee may not therefore have 
been fully purchased at the time of transfer, while in different funds they will 
have been purchased to different extents. If the payment of a transfer value was 
always required, this might therefore only be done to the detriment of the 
remaining members of the fund. Alternatively, if the employee was to be only 
afforded a transfer value proportionate to the extent to which his pension 
rights had so far been purchased, this would add very considerably to the 

26 

Printed image digitised by the University of Southampton Library Digitisation Unit 



difficulties of pension administration and there would be no guarantee that 
the rights actually being preserved were commensurate with the employee’s 
salary and service to date. 

65. We believe these problems to be insuperable if a practical solution to the 
problem of preservation is to be found quickly. We are nevertheless conscious 
of the limitations of arrangements providing deferred pensions on change of 
employment. These will produce a great many separate pensions with different 
employers and give rise to administrative problems. More important, whilst all 
pensions might be eroded in inflationary conditions, deferred pensions are 
particularly vulnerable because of the lapse of time before they become payable. 
They might also bear little relationship to the final salary of their recipients. 
We are unable to propose any simple solution to this problem but over recent 
years the growth of money incomes, which tends to cause difficulties for superan- 
nuation funds (particularly those providing pensions related to terminal salary), 
has been coupled with high interest rates which have materially assisted 
superannuation funds in overcoming these difficulties. If both these conditions 
continue it may be possible to ease the problem of the erosion of deferred 
pensions. Over the years between the freezing of the pension and its coming 
into payment, the assets relating to the pension will have shared in the benefits 
of high interest rates. It may be that means could be found by which such 
deferred pensions could participate to an appropriate extent in any surplus that 
may in this way be produced in the fund. 

66. We believe that progress can only be made, at least initially, in extending 
arrangements for preservation by instituting arrangements providing for the 
granting of deferred pensions on withdrawal. Despite the difficulties inherent 
in transferability, however, it does provide advantages to the old employer, the 
new employer and the employee himself where it can be satisfactorily achieved 
and we believe that an extension of arrangements for preservation by deferred 
pensions will encourage more pension schemes to pay and receive transfer 
values. We believe it important that this tendency should be encouraged in 
any way possible. We therefore consider that although the objective of general 
arrangements for preservation should be to provide a deferred pension amounting 
to the accrued rights at the time of withdrawal, pension schemes should (as an 
alternative and with the employee’s consent) be able to pay a transfer value 
equivalent to such rights to the new employer’s scheme if they are willing to do 
so. 

(ii) Definition of accrual 

67. All pension schemes define how the pension at retirement is to be deter- 
mined. But only rarely do the rules of pension schemes precisely define the 
extent to which rights to benefits have accrued at any particular point of time 
before the due retiring age laid down in the scheme. It is therefore necessary to 
consider the principles on which rights might be deemed to have accrued, as a 
minimum statutory requirement, if preservation is to be afforded on change 
of employment by a deferred pension. We recognise the difficulties of defining 
accrued pension rights in such a way as to apply uniformly to all types of scheme, 
but are able to suggest a way in which the rules of pension schemes providing for 
preservation might be uniformly tested. 

68. In the simplest case a scheme might provide a retirement benefit which 
consists of a fixed sum, or a fixed proportion of each year’s salary, for each 
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year of service. The accrued pension rights at the time of withdrawal can 
therefore be seen to be a function of the actual period of membership of a 
scheme and the annual benefit which the scheme provides. We do not see any 
insuperable difficulties in determining whether the rules of such schemes 
satisfactorily provide for the preservation of these rights. 

69. In perhaps the majority of schemes, however, the definition of how the 
pension at retirement age is to be determined need not afford a valid guide 
to the rate of accrual to any point of time before retiring age. Quite commonly, 
for example, a pension scheme will provide pensions of l/60th of final, or final 
average, salary for each year of service to a maximum of 40/60ths. In these 
cases an entrant to the pension scheme at age 16 has acquired full pension rights 
by the age of 56 but it does not seem to us reasonable that arra.ngeraents should 
provide for the preservation of these full pension rights on withdrawal at that 
age. In such cases we have concluded that the only practical and reasonable 
solution is to deem the rate of accrual as being uniform between entry into the 
pension scheme and the retirement age which the scheme provides. In cases 
where the final pension is not a function of service but is provided at a fixed 
amount, the rights to be preserved would be that proportion of the amount 
which the service to the date of withdrawal bears to the total service to the date 
of normal retirement. 

70. There is, however, another factor to be considered. This is the definition 
of salary to be employed on the withdrawal of employees from schemes which 
calculate pensions on final salary, on the average of salary over the last years of 
service, or on the average salary throughout the whole of service. We see no 
practical alternative to taking the salary at the date of withdrawal to be the 
final salary for the purposes of definition and the average salary to the point 
of withdrawal to be the average salary in calculating pension rights. “ Salary ” 
would remain to be defined by the rides of each scheme. It has been suggested 
to us that a definition of accrual should pay regard to the salary of an employee 
at retiring age, but we are convinced that it would be impractical to preserve a 
pension which was dependent upon the possible progression of salary either 
with the employer with whom the pension rights had accrued or with a new 
employer. The practical difficulties in estimating what the salary of a with- 
drawing employee would have been if he had remained in that employment are 
immense. Such a calculation would have to make allowance not only for any 
incremental progression within the employee’s present job but also for the 
possibility of promotion and any general salary increases. We consider it 
equally unreasonable for a scheme to be required to preserve a pension dependent 
on the likely progression of the employee’s salary after transfer to another scheme. 

71. In some cases an additional problem might arise where the employee’s own 
contributions had purchased rights greater than the rights as calculated on these 
principles. In such circumstances the employee should at least have the benefits 
secured by his own contributions and it would obviously be necessary to increase 
the pension rights to be preserved accordingly. 

72. We think that these principles would allow a minimum rate of accrual to be 
readily determined in the great majority of cases where the natural rate of 
accrual is not specifically defined in the rules of pension schemes. We also 
believe that on the basis of these principles there would be no serious difficulty 
in interpreting exceptional cases. 
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(iii) The refund of employees’ contributions 

73. We have shown that even when an option to preservation exists the great 
majority of employees in contributory pension arrangements prefer to accept 
the return of their own contributions in cash. We consider this question at some 
length later in the Report. But before considering the means by which preserva- 
tion might be generally aiforded, it is necessary to record our conclusions on 
this problem. We are agreed that if a right to a return of contributions 
remained on the introduction of general arrangements for preservation, the 
objective of these arrangements would be very largely frustrated. We therefore 
think it essential that employees’ rights to the return of their own contributions 
should be restricted. 

(iv) The cost of preservation 

74. We have thought it necessary to seek an estimate of the likely cost of 
preservation both over the economy as a whole and on individual pension 
schemes. There are very considerable difBculties in making any very precise 
estimates of tliis kind, but we understand that the total cost for all employees 
at present covered by pension arrangements might amount to about £50 million 
a year if all accrued pension rights, calculated on the basis of the previous 
paragraphs, were fully preserved on withdrawal by the award of deferred 
pensions. It has not been possible to refine this estimate any further but there 
are a number of factors which will tend to reduce this figure in practice. Among 
these are : 

(a) the imposition of any qualifying period before preservation is aflForded; 

(b) a reduction in the cost falling on those employers who at present grant 
back service to employees who enter the pension scheme in middle life, and 
more of whom would be expected to bring with them preserved rights from 
previous employments; 

(c) a partial offset because in some small degree preservation of pensions 
already exists ; 

(d) an adjustment for the incidence of tax relief on employers’ contributions. 
As has been shown in paragraph 10 the present total contributions to pension 
provision are of the order of £1,000 million a year and it is against this figure 
that the estimate of additional cost should be considered. On this basis, the 
additional cost of £50 million, before taking account of the offsetting factors 
indicated above, might be about 5 pet cent, of the total contributions. If 
this additional cost is related to the wages and salaries of employees at present 
covered by occupational pension arrangements, the increase in labour costs 
would be very broadly 0-5 per cent, of pay roU. The cost of preservation will of 
course increase as occupational pension provision continues to be extended. 

75. The additional cost of pension provision if preservation is afforded arises 
because the saving in cost which now occurs when a member withdraws before 
reaching retirement age without preservation would disappear and the cost of 
providing pensions would in consequence increase. This does not mean that the 
additional cost of preservation would necessarily have to be borne by employers 
themselves. We believe, however, that in practice in existing contributory 
schemes the cost would generally be met by employers but it would seem likely 
that in new schemes employees’ contributions might be fixed at a higher level 
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than they would otherwise have been. It is convenient, however, to express the 
additional costs of preservation as a proportion of employers’ present contribu- 
tions. This proportion might be of the order of 7 per cent, on average but the 
actual range of costs for particular schemes might vary widely depending upon 
the basis of funding and the rate of labour turnover, and increased costs of 
this order would be abated to some extent by the possible savings outlined in 
paragraph 74. 

(2) Possible Means of Providmg Preservation 

76. We believe there has been a considerable extension of arrangements in 
pension schemes permitting the preservation of pension rights in recent years 
and we would expect this tren d to continue. But we have shown that despite this, 
preservation is in fact afforded in only a relatively small number of cases. 
We have concluded that means have to be found to ensure that preservation is 
in practice afforded to a much greater proportion of employees. We have 
therefore considered the various ways in which preservation might be more 
generally provided. 

(i) Exhortation and Example 

Tl. It has been suggested that if the Government was prepared to set an example 
by ensuring that preservation was afforded throughout the public sector in 
respect of employees moving not only to other employments within this sector 
but also to private industry, pension schemes in the private sector would respond 
by making similar arrangements. This process could be hastened by Govern- 
ment exhortation. We very much doubt whether action of this kind would 
prove sufficient to bring about any general change in practice at all quickly. 
No doubt a number of employers would respond, but others would not. We 
would expect the normal process of collective bargaining in industry to extend 
increasingly to the consideration of a wider range of benefits, but we doubt 
whether preservation could ever be generally achieved over industry as a whole 
by this process and progress would clearly be slow. Moreover, the majority 
of employees in contributory schemes would undoubtedly continue to choose 
the return of their own contributions in cash in preference to an option of 
preservation and a substantial proportion of accrued pension benefits would 
be lost in this way and not contribute towards provision in retirement. 

(ii) Direct Compulsion 

78 . We have considered the possibility of imposing a direct statutory requirement 
on all pension schemes to provide for preservation to a minimum level. This 
would mean that once an employer undertook to provide pensions, an employee 
would be assured of the accrued rights in respect of his service if he left that 
employment before reaching retirement age. Action of this kind might offer 
a comparatively simple and speedy means of achieving our objective. 

79. There are some precedents for this abroad. In Appendix II we have briefiy 
outlined the present arrangements for the preservation of pension rights in ten 
overseas countries. In two of these the state has intervened to ensure that 
preservation is generally afforded. In the Netherlands, the law requires an 
employer who has undertaken to provide pensions to provide also for the 
preservation of accrued pension rights of all employees withdrawing after five 
years’ membership and to establish satisfactory arrangements to meet all the 
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liabilities to which the undertaking gives rise. All pension schemes, or arrange- 
ments for pensions with a life insurance office, must be approved as satisfying 
these and other conditions and it is an offence to act as a member of the 
controlling body of a fund which has not been approved. I-egislation in the 
Province of Ontario in Canada requires the preservation of occupational pension 
rights of all employees aged over 45 with 10 years’ service. It is important to 
recognise, however, that in both the Netherlands and Ontario the requirement 
to provide preservation on change of employment is only one aspect of a wider 
control of occupational pension arrangements and institutional and voluntary 
arrangements in other countries are often very different from those in Great 
Britain. For this reason the developments overseas cannot provide a simple 
guide to what might be practical or acceptable in this country. 

80. The principal objection to compulsion is that it might impair the growth of 
occupational pension provision. To subject voluntary undertakings to compul- 
sion in this way might entail the risk of dissuading employers contemplating the 
introduction of pension schemes from doing so, or might lead them to provide 
schemes only for selected sections of their employees. In imposing a compulsion 
on the one aspect of preservation, it would also be necessary to guard against 
enforcing a priority for the employee who changes his employment to the 
detriment of the employee who maintains his service with his employer until 
retirement. We have also considered the objection that it would be wrong in 
principle to impose a direct statutory compulsion on what are essentially 
voluntary arrangements. We recognise, however, that there have been encroach- 
ments on this principle in other fields and we cannot attach much weight to this 
argument. 

81. We do not think that there is any grave risk that pension arrangements now 
in existence would be wound up if the method of direct compulsion were 
employed, but there is a possibility that the entry conditions for new members 
might be made much stricter. Moreover, some pension schemes might recast 
their rules to escape, to an appreciable extent, a statutory liability. In a very 
extreme case for example, a pension scheme might arrange to provide retirement 
benefits of 13 J per cent, of final salary in respect of each of the last five years of 
service with the accrual of pension rights not beginning until, say, age 60. 
This example suggests that direct compulsion would have to go further and that 
it would at least be necessary to lay down minimum conditions for the accrual 
of pensions. This might in turn necessitate the funding of the liabilities of 
schemes to meet the compulsory accrual of pensious. But many pension 
schemes are not fully funded and depend on the willingness of employers to 
continue to make contributions and to support benefits as the need arises. 
Statutory compulsion might therefore entail an elaborate and rigid control of 
occupational pension arrangements. 

82. We are agreed that these risks are inherent in any method which will 
effectively produce preservation for the great majority of employees in pension 
schemes but it has been argued strongly that the very fact of compulsion would 
have a greater inhibiting effect than other methods. The reactions of some 
employers to compulsion might prove to be very largely psychological, but the 
risk would have to be faced that the growth of occupational pension provision 
might in consequence be inhibited. In searching for a practical and acceptable 
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method, we are conscious that it is a more important objective to have a greater 
number of employees covered by pension arrangements than a smaller number 
of employees in schemes with more jwrfect provisions. We nevertheless put 
forward the method of direct compulsion as meriting consideration. 

(iii) Use of the tax system 

83. We have next considered whether the use of tax incentives, penalties or 
reliefs offers an effective and acceptable method. In examining the suggestions 
which have been advanced, we have become conscious both of practical 
difficulties and of the very real difficulties of principle which are involved. In 
particular, the Inland Revenue have argued strongly that the use of the tax 
system in this way would not be an appropriate means for the encouragement 
of social ends. We have been impressed with the weight given to this principle 
by the Inland Revenue, but the Committee as a whole does not believe that this 
argument should be an insuperable objection to any method of extending 
arrangements for preservation if these are found acceptable in other respects. 

Tax Incentives, penalties or reliefs 

84. In the following paragraphs we consider in detail the possibilities of using 
tax incentives, penalties or reliefs. By incentives we mean arrangements 
whereby tax allowances would be given on more than the actual cost to the 
employer. By penalties we mean the charging of tax where it is not now charged 
on expenditure on pension arrangements, if these arrangements do not provide 
an acceptable degree, of preservation. By reliefs we mean those reliefs from tax 
which would otherwise be charged on expenditure on pension arrangements or 
on the income of a pension fund which are now available as a result of approval 
by the Inland Revenue. In paragraphs 15-21, we have described the benefits 
which approval provides. Broadly, the approval of a superannuation fund 
under Section 379 of the Income Tax Act, 1952 provides that employees’ 
contributions to the fund are deducted in computing their earnings for tax 
purposes and that the fund’s income from investments is exempt from tax. 
Approval of a pension scheme under Section 379 or Section 388 of the Act 
saves the employee from being charged lax on his employer’s contributions. 

85. We examine six possibilities: 

(1) Tax incentives (para. 86). 

(2) The refusal of a deduction from taxable profits in respect of employers’ 
contributions (para. 87). 

(3) The withholding of all tax reliefs now available to pension arrangements 
approved by the Inland Revenue (paras. 88-94). 

(4) The withholding of reliefs now available on Revenue approval together 
with the refusal of a deduction from taxable profits in respect of employers’ 
contributions (para. 95). 

(5) The withholding of relief only on the investment income of pension funds 
^aras. 96-101). 

(6) The withholding of tax reUef from employees alone (paras. 102-104). 

Tax Incentives 

86. We have considered the possibility of recommending the provision of tax 
incentives to employers whose pension schemes provide for the preservation 
of pension rights at an acceptable minimum level. Such incentives might be 
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similar in form to the system of investment allowances. The Inland Revenue 
have pointed out that investment allowances are given for expenditure which is 
directed towards maintaining and increasing the profit earning, and hence tax 
paying, capacity of businesses in a competitive setting. Expenditure of this 
kind cannot therefore properly he compared with expenditure on a pension 
scheme. We do not in any case believe that tax incentives at any reasonable 
or indeed practical level would have the desired effect of bringing about an 
extension of arrangements for preservation relatively quickly. We therefore 
conclude that a system of tax incentives does not offer an acceptable or effective 
method. 

A tax penalty; the refusal of a deduction from taxable profits in respect of 
employers’ contribntions 

87. Employers’ contributions to pension arrangements at present normally rank 
as a deductible expense in computing profits for tax purposes, and are generally 
unaffected by Revenue approval except in special circumstances, e.g. an initial 
capital contribution to set up a pension fund. This method would provide that 
employers would no longer be able to deduct their contributions to jwnsion 
arrangements which did not include provision for preservation. There is little 
doubt that such a sanction would be severe. Employers generally would be 
unwilling, and probably very often unable, to bear their share of the cost of 
pension provision without such a deduction. The imposition of a tax penalty 
of this kind would constitute a serious breach in the principle that expenses 
incurred wholly and exclusively for the purposes of trade are a proper deduction 
from profits. It has been put to us that this would offend not only tax principles 
but also ordinary principles of business and accounting. Employers generally 
would be most unwilling to see a breach of this sort and the growth of occupa- 
tional pension arrangements might be impaired in much the same ways as we 
have outlined in considering compulsory requirements. There is another 
important objection. It is clear that the majority of individual employees seek 
the return of their own contributions to pension arrangements on withdrawal 
rather than accept an option to preservation where this is available. We 
examine the reason for this later in our Report, but we recognise that employers 
feel that if the sanction for not providing preservation fell on the employer 
alone, the employer with contributory pension arrangements would be subject 
to strong pressures from his employees to operate arrangements which did not 
provide for preservation for all employees. To the extent to which these 
pressures could not be resisted and employers were willing to bear the additional 
costs, this method would not achieve its objeetive. The method would, however, 
be relatively simple to operate, would bear on all pension arrangements and 
might prove generally effective. We do not think it should be ruled out, 
although the Inland Revenue regard it as completely unacceptable. 

The withholding of all tax reliefs now available to pension arrangements approved 
by the Inland Revenue 

88. The basic conception of the system of approval of pension funds under 
Section 379 is that the build-up should be relieved of tax but that the pension 
benefits should be taxed as income in the hands of the recipient. The basic 
conception of Section 388 is different. That section is part of a group of anti- 
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avoidance sections in the Income Tax Act aimed at preventing what would 
otherwise be taxable remuneration or pension from being provided in the 
tax-free form of lump sum retirement benefits. The object of Section 388 is 
not to bestow tax relief on the build-up of pensions but to save an employee 
being charged to tax on the cost to his employer of providing him with retirement 
benefits so long as the Inland Revenue are satisfied that the benefits provided 
are reasonable both in amount and in regard to the proportions payable 
respectively in pension and in lump sura form. We consider here the case for 
withholding or reducing these reliefs and immunities from pension arrangements 
which do not provide for preservation. 

89. What this would entail is best described by first considering pension funds 
approved under Section 379. On approval, annual contributions by employees 
to the fund and the investment income of the fund are relieved of tax. Employers’ 
ordinary annual contributions are not affected, being accounted a normal 
business expense which can automatically be set against profits for taxation 
purposes. If approval was withheld from a Section 379 fund where adequate 
provision was not made for preservation on change of employment, the 
employer’s contributions would fall to be treated as the taxable income of the 
employee under Section 386 (unless the fund could be approved under Section 
388) and, in a contributory fund, employees would not enjoy full relief on their 
contributions. It is, moreover, possible that in certain cases employers would 
no longer be able to deduct special contributions to the fund, e.g. to provide 
back service credits. The investment income of the fund would bear tax. The 
withholding or reduction of all reliefs in this way would therefore by a very 
severe sanction and a pension fund would certainly lose its attraction to both 
employers and employees if the investments had to bear tax (subject to the 
point explained in para, 98) and the employee had to bear tax on both his own 
and his employer’s contributions. 

90. Section 388 empowers the Inland Revenue to approve bona fide pension 
schemes which are not approved under Section 379. The effect of approval is 
that employees are not taxed on their employers’ actual or notional contributions 
to the cost of providing their retirement benefits (as is done in avoidance cases 
under Section 386). Employers’ contributions are not otherwise affected and 
employees’ contributions normally rank for the ordinary life insurance relief. 
The withholding of approval from schemes which did not satisfactorily provide 
for preservation would therefore mean that employees would be subjeet to tax 
on their employers’ contributions. 

91. As we point out later (para. 96), the loss of tax relief on the investment 
income of a Section 379 fund might alone be an effective instrument in the great 
majority of cases. The main objection to the withholding of all reliefs is, 
however, that the final penalty would appear to fall mainly on employees. In 
both Section 379 and 388 arrangements employers’ contributions would be 
treated as the taxable income of the employee and, in the case of Section 379 
funds, employees’ contributions would not attract full relief. Employers’ 
contributions would remain unaffected, except possibly in the case of a non- 
annual contribution to a fund. It is to be expected that employees would 
continue to benefit from normal life insurance reliefs where pension arrange- 
ments were operated by means of life insurance policies and we cannot con- 
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template the withholding of this measure of relief which is available to individuals 
who have personal life insurance policies which can be surrendered at any time. 
Such relief is of great importance in encouraging saving and in making advance 
provision for retirement and for dependants. 

92 . The Committee as a whole is unable to favour this method. It has been 
argued that it is the employer who generally determines the rules of pension 
arrangements and it would not be acceptable to impose such a severe penalty on 
employees if the employer was not prepared to ensure that pension rights were 
preserved. Moreover, such a method might well impair the extension of 
pension arrangements to a greater number of employees. The prospect of such 
a penalty would deter employees from seeking membership. 

93. There are other objections. An employee who remained in an “ unapproved ’’ 
pension fund or scheme to pension age would effectively have to pay very much 
more for his pension, while an employee withdrawing without benefit in working 
life would be able to claim repayment of the Section 386 tax paid by him in 
respect of his employer’s contributions in the past. Moreover, not all pension 
arrangements require Revenue approval and we consider the partial coverage 
of an approach of this sort later in our Report. 

94. It has nevertheless been suggested that the withholding of the reliefs now 
afforded by Revenue approval would so diminish the attractions of pension 
arrangements to both employers and employees that the great majority of 
employers would in practice ensure that preservation was afforded on change 
of employment. We recognise the presentational and other difficulties inherent 
in this method but do not think it can be ruled out, although the Inland Revenue 
are opposed to it. 

The withholding of reliefs now available on Revenue approval together with the 
refusal of a deduction from taxable profits in respect of employers’ contributions 

95. This method brings together the two possibilities we have considered in 
paragraphs 87-94. It would ensure that the sanction fell on both employers 
and employees. It would therefore avoid some of the objections we have 
considered above, although other objections would remain. It would amount 
to the severest of all the tax sanctions we have considered and would almost 
certainly prove effective. As we have shown, either the withholding of reliefs 
now available or the refusal of a deduction from taxable profits in respect of 
employers’ contributions might alone ensure that preservation was generally 
afforded, but as this method would provide that the sanction fell on both 
employers and employees we suggest it offers a possible way of ensuring that 
preservation is generally afforded, although the Inland Revenue objections 
previously referred to remain. 

The withholding of reliefs on investment income 

96. Approval of a pension fund by the Inland Revenue under Section 379 
ensures that the fund’s income from investments is exempt from tax and that the 
fund is not subject to capital gains tax. We have shown that if approval were 
withheld from pension funds not providing for preservation the loss of this 
relief would be one of the effects. We consider, however, that the loss of this 
relief alone could constitute a powerful and effective means of ensuring that 
pension funds afforded preservation. Without it employers’ pension costs would 
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be increased substantially. In a mature fund the contributions and the interest 
income might well be of the same order of magnitude. One organisation has 
estimated that the relief now afforded is equivalent to 2 per cent, of its total 
payroll. 

97. By this means arrangements for preservation could be effectively extended 
to much the greater proportion of employees now in occupational pension 
schemes. Table 2 shows that 89 per cent, of all members at present participate 
in formal pension arrangements approved, either wholly or in part, under 
Section 379. We recognise that some funds might be content to bear the tax 
on investment income, and others would seek to change their arrangements to 
avoid this liability whilst still not providing for preservation on change of 
employment. Moreover, as we have indicated in paragraph 87, some employees 
might press for pension funds to bear the additional costs to which the with- 
holding of investment relief would give rise in order to maintain their right to 
the return of their own contributions in cash. Administrative difficulties would 
then arise if tax reliefs were still to be afforded employees on their own contribu- 
tions. But we believe that in practice the great majority of employers would 
ensure that preservation was in fact afforded. 

98. There is, however, further objection to this approach. This is that the tax 
paid on the investment income of a fund may be recouped by deduction of tax 
from the pensions the fund pays. In the case of a well-established and mature 
fund, where pensions paid equalled or exceeded the income of the fund, the 
whole of the tax on the income would be offset in this way. Moreover, even 
where income exceeds pensions, the excess is available to be carried forward 
indefinitely against future pensions paid in years in which pensions exceed 
current income. The direct exemption from tax of an approved fund’s income 
may thus merely give relief to the fund earlier than would otherwise be the case. 
We recognise the validity of this objection but the effect of a tax sanction would 
be to delay the maturity of a fund and this consideration would carry appreciable 
weight. Moreover, at present few pension funds are mature; for one reason, 
many funds have only been established, or amended to provide benefits on their 
present scale, within relatively recent years. If it is assumed that money incomes 
will increase regularly for the foreseeable future in line with increases in real 
national output, it seems unlikely that pension funds generally could ever reach 
maturity in the sense defined above. In the case of partially approved Section 
379 funds, in which up to one quarter of the benefits provided are in the form 
of a lump sum, that part of the fund which produced pensions would in fact 
have to frank the investment of the whole of the fund for tax. 

99. The superannuation funds of local authorities and nationalised industries 
are at present relieved from tax, at least in part, by Section 379 in exactly 
the same way as superannuation funds in the private sector and they cover about 
half of all employees in occupational pension schemes in the public sector. The 
effect of the sanction on these funds would therefore be the same as in the 
private sector although we understand that it would be necessary for the 
Government to introduce legislation to provide for preservation in local 
authority schemes and Ministers would have to approve changes in the rules 
of nationalised industry schemes. The remainder of employees in the public 
service are members of unfunded or notionally funded schemes. If it is accepted 
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that preservation is a desirable objective, however, we assume that the 
Government would take action to provide for this in these public service schemes. 

100. We nevertheless recognise that such a sanction would only operate on part 
of the superannuation field, and other pension arrangements would remain 
unaffected. Revenue approval under Section 388 does not exempt the investment 
income of the assets of a pension scheme from tax. Such schemes are largely 
invested in the general annuity funds of life offices which receive a set-off for 
tax deducted from annuity payments against tax on investment income. The 
net effect is that the investment income is at present largely free of tax, although 
this may not always be so. Section 388 schemes could therefore be only 
marginally influenced by this method. There are also other arrangements which, 
not requiring Revenue approval, would be unaffected. Finally there are schemes 
which make no advance provision for pensions, including ex gratia pension 
arrangements, in which the cost of pensions when paid is accounted an allowable 
business expense of the employer. 

101. There is therefore a danger that if it were sought to extend arrangements 
for preservation by such indirect means through the tax system, some employers 
would recast their pension arrangements, wind up their Section 379 funds and 
seek approval under Section 388. At present, just over one-third of all pension 
arrangements are wholly approved under Section 388 but these cover about 7 per 
cent, of all members of occupational pension schemes and only about 3 per cent, 
of all contributions are made to them. But we have discussed earlier in this 
part of our Report methods which might be effective for Section 388 schemes if 
this in fact occurred to any great extent. This, however, still leaves the possibility 
that some employers would seek to abandon formal pension arrangements in 
favour of ad hoc pensions awarded only on retirement. This risk is inherent in 
any method which might prove effective whilst occupational pension provision 
remains on a voluntary basis. But we nevertheless believe that this method 
would ensure that preservation was afforded the great majority of members of 
occupational pension schemes. 

The withholding of tax relief from employees alone 

102. In considering possible means of extending arrangements for preservation 
through the use of the tax system we have shown in each case where the sanction 
would fall and the likely effects of this. We have also considered whether the 
charging of tax on employees’ contributions to pension arrangements which did 
not provide for preservation could provide an effective and acceptable method. 
We are agreed, however, that we cannot recommend this approach. 

103. There are a number of very strong objections. First, by no means all 
pension arrangements are contributory and the sanction could not operate over 
the whole of the pension field. What is more, this method would provide a 
strong incentive for some contributory schemes to re-cast their arrangements 
into a non-contributory form to avoid the liabilities of preservation. Secondly, 
although tax relief for pension arrangements operated by means of life insurance 
policies would have to remain, a sanction of this kind would inhibit saving and 
the making of advance provision for retirement. It would be likely to impair 
the growth of occupational pension provision to an unacceptable degree. It 
must also be recognised that it is employers who generally take the initiative in 
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introducing pension arrangements and determining what the rules provide and 
this method would only aifect employers indirectly and would have less 
influence in ensuring that preseration was in fact afforded. 

104. A more severe sanction would be to provide that employees were charged 
tax both on their own and on the contributions made by their employer on their 
behalf to pension arrangements which did not provide for preservation on 
withdrawal at a minimum level. As we have made clear, however, we cannot 
recommend a sanction which falls on employees alone. We have also shown 
(para. 93) that such a sanction would fall severely on a member of a pension 
scheme who remained in that scheme until retirement. He would have to pay 
very much more for his pension whereas a withdrawing employee would be 
able to reclaim the tax paid by him in respect of his employer’s contributions. 
Such a sanction would also operate against the extension of pension arrangements 
to a greater number of employees. 

Reconsideration by Ihe Inland Revenue of funds and schemes already approved 

105. In considering any method which would rely on the system of Revenue 
approval, one general point needs to be made. At present, once approval is 
given by the Inland Revenue to pension arrangements, this approval is not 
normally withdrawn unless the fund or scheme is modified and has again to seek 
approval. If a new condition for approval (the provision of an acceptable 
degree of preservation) were laid down, it would be necessary that all approved 
arrangements should be required to seek renewed approval on the basis of the 
satisfaction of the new conditions. We recognise that the reconsideration of all 
approved pension arrangements in this way must of necessity be a lengthy 
process and employers and their advisers would need time to consider fully 
what was involved. 

Conclusion 

106. We have considered in this section the various methods by which preserva- 
tion on change of employment might be generally provided. We are not able 
to recommend any particular method. We are agreed, however, that exhortation 
alone, coupled with action by the Government in the public sector, would not 
be effective. 

107. We have set out the arguments both for and against the imposition of a 
direct compulsory requirement on pension arrangements to provide for 
preservation. We are agreed that this method merits consideration. 

108. We are also agreed that a system of tax incentives would neither be 
acceptable nor have the desired effect. 

109. The Inland Revenue have argued against using the tax system to encourage 
preservation on the grounds that tax penalties, or the withholding of tax reliefs, 
are an indirect and inappropriate method to employ for the attempted encourage- 
ment of a purely social end and that all of the tax sanctions discussed are open in 
varying degrees to the objections that they would be insufficiently universal in 
their application, would be uneven in their incidence and that they would not be 
proof against evasion. The remainder of the Committee, however, is agreed 
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that these should not be regarded as insuperable objections if the tax system 
offers a workable and generally effective method. We have considered the 
possibilities the tax system might afford; 

(1) We consider that the charging of tax on employers’ contributions merits 
consideration. 

(2) We are unable to agree that the withholding of all reliefs now available 
to pension arrangements which are at present approved by the Inland Revenue 
offers an entirely satisfactory method, but consider that this possibility should 
not be ruled out. 

(3) We consider that the withholding of such reliefs together with the charging 
of tax on employers’ contributions meets some of the objections which arise 
to either of these courses alone. We therefore suggest that this method 
merits consideration. 

(4) We consider that the withholding of relief only from tax on the investment 
income of Section 379 funds merits consideration. We recognise that this 
approach would not operate over the whole of the superannuation field and 
difficulties arise if a complementary method is to be found for Section 388 
schemes. But we are nevertheless generally agreed that action on Section 379 
funds alone would be likely to provide preservation for the great majority 
of members of pension arrangements at present. 

(5) We cannot recommend the withholding of tax relief from employees’ 
contributions alone or the charging of tax to employees in respect of their 
employers’ contributions. We have outlined the very strong objections to 
which these methods give rise. 

110. We have had to recognise that an exhaustive examination of the taxation 
system would inevitably draw us into areas far outside our terms of reference. 
We hope, however, that our Report will provide the basis for both informed 
discussion, and finally decision, on which method might be employed and which 
would offer the best balance of advantage. 

1 1 1 . In examining all the possibilities, we have been aware that no method can 
provide a perfect solution free from all difiiculties. It is no doubt for this 
reason that general arrangements for preservation have not already been 
introduced although the case for action of this kind has been strongly argued 
for a great many years. Any effective method must involve a risk that the growth 
of voluntary occupational pension arrangements might to some extent be 
inhibited and that some employers might be reluctant to maintain or introduce 
formal arrangements for the provision of retirement benefits. There is no 
doubt, however, that the general climate of opinion is becoming increasingly 
disposed to accept the concept of preservation on change of employment. In 
general, employers seek to provide pension arrangements for their employees 
in line with prevailing practice and we believe they will continue to do so. 
Whatever method of encouraging or ensuring preservation is employed, we do 
not think that a very great number of employers would in fact contemplate 
changing the way in which pensions are provided but that most employers 
would endeavour to ensure that their arrangements, as indeed other conditions 
of employment, did not fall short of the general standard. 
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VII. Qualifications for Preservation 

112. We are agreed that some qualification is essential before preservation can 
be required in respect of an individual employee. The preservation of trivial 
pensions would often be uneconomic. Their administration would be costly and 
disproportionate to their value which would be further eroded in time. Over his 
working life an employee might accumulate a number of very small pensions of 
this sort which even in total would provide little benefit in retirement. The 
additional costs of preservation, wherever these might fall, could also be 
appreciably reduced if qualifications are imposed and we do not think it 
reasonable that employers should be required to make provision for preservation 
for employees who have rendered only very limited service. If preservation was 
required on the withdrawal of every employee, employers might well be 
inhibited from introducing pension arrangements or extending these to addi- 
tional groups of their employees. In considering the question of qualifications, 
we have been concerned with what might be required as a minimum condition. 
The rules of pension schemes would, of course, remain free to provide 
more generous treatment and afford preservation to employees who might 
fail to satisfy them. 

113. We have examined the form such qualifications might take and have 
concluded that qualifications based either on the service of an employee with 
his employer or the duration of his membership of the pension scheme provide 
the most acceptable solutions. We examine each of these in turn. 

(1) A service qualification 

1 14. With such a qualification, preservation would be required once an employee 
had served a specific period of continuous employment with his employer, even if 
the employee had for only part of that service been a member of a pension 
scheme. The rules for calculating a period of such qualifying employment could 
be those provided by the Contracts of Employment Act. In our discussions it 
has been suggested that the actual period of qualifying service defined in this 
way might be about 10 years. There are obvious advantages in making general 
requirements for preservation as clear and as simple as possible and a qualifica- 
tion of this sort could be readily understood and interpreted by both employers 
and employees. Such a qualification would avoid the diificulties which arise if 
preservation is required in respect of younger workers who generally tend to be 
highly mobile. It would also go some way to meeting the problem of younger 
female employees who withdraw from employment on marriage. The additional 
costs of preservation, as we have estimated them, would be reduced significantly. 
We consider later the question of the retrospective treatment of pension rights 
which have accrued before the introduction of general arrangements for 
preservation, but it seems reasonable to expect that at least some employers 
would be prepared to offer employees with 10 years’ service the option of 
preservation of all their accrued pension rights on withdrawal. It is, however, 
necessary to make clear that the rights to be preserved would only accrue in 
the years in which the employee was in fact a member of the pension scheme. 

115. Against these advantages a number of disadvantages have to be weighed. 
The majority of employees in occupational pension schemes who change their 
employment would not in fact have satisfied a 10 year service qualification at 
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the time of leaving and the loss of benefits, both in total and to the mdividual, 
could in consequence be considerable. Employees might be moving to other 
jobs where they would be compensated by higher earnings or enhanced prospects 
of promotion, but whilst this would allow some to make increased provision for 
retirement, either in a new pension scheme or privately, many more might not 
be able to make adequate provision in the remaining years of working life. In 
an extreme case, an employee after changing his employment only four or five 
times could reach retirement without the benefit of an occupational pension 
even if for the major part of his working life he had been a member of occupa- 
tional pension schemes. The possibility that an employee would first have to 
serve a new employer for some time before being admitted to a new pension 
scheme could accentuate the problem. It has nevertheless been put to us, and 
we accord some weight to the argument, that an employer is entitled to some 
safeguard. Pension schemes are introduced voluntarily and although opinion 
is moving away from the concept that pensions are only provided for long and 
faithful service to one employer throughout working life, it is still necessary to 
recognise that pension schemes are generally set up on the initiative of einployers 
and that not all employers have pension schemes. In any case, what is oemg 
considered is a statutory minimum and we believe that many employers would 
in fact be prepared to afford more generous treatment. 

116. It is also possible that the introduction of a two-tier service qualification 
could help to mitigate this problem. This could provide different qualifjnng 
periods of service depending on the age of employees at withdrawal. For 
example, an employee aged under 30 might have to satisfy a 10-year qualifica- 
tion but at age 31 only 9 years’ service would be required. At age 35 or over, 
the qualifying period of service might be reduced to 5 years. 

117. Because pension rights accrue only for the period in which an employee is a 
member of a pension scheme, a service quaUfication might require the preserva- 
tion of very small benefits in some cases. There would be little advantage m 
preserving very trivial rights and if a service quaUfication was adopted we 
suggest that a lump sum payment should be allowed as an alternative to 
preservation in cases where the prospective benefits were below a minimum value. 

(2) A membership qualification 

118. Such a qualification would require, as a minimum, the preservation of the 
pension rights of all employees who had been in continuous membership of a 
pension scheme for a specified period. As the period of membership will 
invariably be directly related to the rights to be preserved, this would auto- 
matically avoid the preservation of trivial benefits . The total costs of preservation 
would be reduced ; very broadly we have estimated that a 5-year membersmp 
qualification might reduce these by 20 per cent., whereas a 10-year qualification 
might halve the total costs. The effect of a qualification of this sort m meeting 
the problem of high turn-over rates of younger employees would, however be 
dependent on the actual age at which pension schemes afforded membersluix 
The age for entry to membership can lie between 16 and 30. We do not thmk 
it reasonable that schemes should be required to bear differing liabilities for 
preservation in this way and have concluded that a membership qualification 
would need to be coupled with an age qualification. The recommendaUon of 
an actual period of membership and the age for qualification must of necessity 
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be somewhat arbitrary but our discussions have centred around a 3- or 5-year 
membership qualification coupled with an age qualification of 25 to 30 years. 
Both qualifications would need to be satisfied if preservation was to be afforded 
as a right. We do not think there would be any difficulties in determining 
whether such qualifications had in fact been satisfied. 

119. Over working life, a relatively short membership qualification would be 
likely, in most cases, to produce greater benefits in retirement for employees 
changing their employment than a longer service qualification. This would, 
however, in part be dependent on the length of time an employee had to be in a 
particular employment before being admitted to a pension scheme. Service 
qualifications for membership are usually fairly short but membership is 
sometimes voluntary and some employees do not seek membership until they 
have been in the employment for some time. 

120. Qualifications of this kind do, however, pose a particular problem in 
relation to younger female employees. A good many younger women must be 
expected to leave their employment on marriage. A requirement to preserve 
the pension rights of married women by a deferred pension in such circumstances 
might be considered inappropriate, is unlikely to be welcomed by the majority 
of married women themselves and would add significantly to the cost of 
preservation. Most younger women regard the return of their contributions on 
marriage, or on leaving the employment field after marriage, as a valuable 
capital sum. We have therefore considered whether it would be necessary to 
introduce higher qualifications for women if membership and age qualifications 
were set relatively low. For example, if the qualifications for males were 
5 years’ membership at a minimum age of 25, those for females might be 10 
years’ service at a minimum age of 30, preservation being afforded when both 
qualifications were satisfied. This would, however, act harshly on single 
women and widows largely because of the more favourable position of married 
women; furthermore, not all female employees can expect to rely on pension 
provision earned by their husbands. We think it would be difficult to defend 
treatment of this sort. Moreover, if the objective is to provide maximum 
benefits for retirement, there should be no distinction between the sexes. 
Because of the earlier age of retirement for women, female employees would also 
have less opportunity of building up adequate pension benefits in subsequent 
employment particularly as it is not uncommon in the private sector to require a 
long service or relatively high age qualification for the membership of women in 
occupational pension schemes. We have concluded that single women should be 
treated no less favourably than single men and that different qualifications for 
males and females for preservation should not be required. We do, however, 
return to the problem of married women later in our Report. It would remain, 
of course, for pension schemes themselves to meet the problem of the high 
turnover of younger women in the conditions on which they afforded member- 
ship. We nevertheless suggest tliat an age qualification of 30 years would 
reduce many of the difficulties and make the same qualification for both men 
and women more generally acceptable. We also think a qualification of this 
order would reduce the risk that some schemes would raise their entry age for 
membership to escape an obligation for preservation. Moreover, if such an age 
qualification was adopted, a membership qualification of as short as 3 years 
might prove generally acceptable. 
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(3) Other considerations 

121 . Whatever qualification is selected two problems remain. These are, firstly, 
whether it is necessary to ensure that pension schemes do not, to an unacceptable 
extent, escape the liability for preservation by raising the age at which member- 
ship of pension schemes can be obtained or by increasing service qualifications 
for membership. Secondly, it is necessary to consider the treatment to be given 
an employee whose pension rights include an element reflecting the receipt of a 
transfer value in respect of previous employment or who has otherwise been 
credited with additional pension rights. We consider each of these in turn. 

122. If it seemed likely that pension schemes generally would seek to avoid any 
general requirement to preserve pension rights by changing their rules of 
membership, a condition of approval could be that membership would have to 
be granted to employees on reaching a specified age or after a prescribed period 
of service. Difficulties of principle have, however, to be faced if requirements of 
tills kind are imposed on voluntary arrangements. Employers could in any case 
avoid the liability of preservation by making no advance provision for pensions 
but by making ex gratia payments out of income to retired employees. In con- 
sidering this question we also think it important to remember that only just over 
half of all employees are in fact members of occupational pension schemes and 
it would seem unreasonable to impose such requirements when perhaps the 
majority of employers make no pension provision. We believe, moreover, that 
existing schemes would generally be reluctant to alter their rules to escape 
liability. As regards new schemes, they might be expected to keep within the 
generally existing standards. In the case of contributory schemes there are, 
additionally, clear advantages in allowing membership as early as may appear 
practical to provide for the satisfactory build-up of pension funds. 

123. We are agreed that where pension rights are based on pensionable service 
with a previous employer in cases where a transfer value has been received, the 
employee must be assured of the preservation of these rights on withdrawal and 
preservation of such rights should not be subject to the satisfaction of qualifica- 
tions for preservation with the new employer of the kind we have discussed in 
this section. Where, however, the employer has of his own volition granted 
back service credit to a new employee (and this might be defined as a number of 
years of membership of the scheme) we do not think it reasonable that these 
rights should automatically be preserved without the satisfaction of the general 
qualification for preservation. Once the qualification had been satisfied, full 
preservation would be afforded. But if a general qualification of, say, 3 years’ 
membership was imposed and an employee who on commencing his service 
had been granted, say, 5 years’ back service in a pension scheme, subsequently 
again changed his employment after only 1 year’s service, we do not think that 
a requirement to preserve these pension rights in full should be imposed. 



VIII. Reasons for Withdrawal 

124. As we have shown the majority of employees dismissed as redundant are 
generally afforded preservation as a right by the rules of existing pension 
schemes. It is, however, necessary to consider the minimum treatment to be 
required whatever the reason which leads to a change of employment. The 
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treatment of employees who are chronically sick falls outside our terms of 
reference and in making our recommendations we do not contemplate infmencing 
the generally favourable arrangements which frequently exist for such cases. 
We are therefore left to consider whether any difference in treatment should he 
permissible for employees who are redundant, employees who are otherwise 
dismissed without fault, for employees who withdraw voluntarily and for 
employees who are dismissed for misconduct. We have concluded that preserva- 
tion should be available as of right whatever the reason for an employee s 
withdrawal. 

125 We do not consider that any distinction should be made between employees 
discharged without fault and those who leave voluntarily. The objective of 
preservation is to ensure provision for retirement and once an employee has 
Lcrued pension rights, and satisfied qualifications of the kind we have discussed, 
we believe that these rights should be preserved both on voluntary and involun- 
tary withdrawal. We do not consider that the redundant employee should 
be specially favoured. Preservation is not the way to tackle the special problems 
of the redundant which the Redundancy Payments Act and the proposed 
earnings-related unemployment benefits are intended to meet. There are other 
difficulties. In many cases it would be difficult to distinguish between redundancy 
and voluntary withdrawal, for instance when an employee anticipated what 
appeared to be a real threat of redundancy before receiving any formal warning. 
The industrial tribunals operating under the Redundancy Payments Act could 
provide machinery for the determination of such cases but, in the context of 
preservation, this might well prove difficult. Such machinery would also 
complicate the arrangements we contemplate. The desirability of extending 
arrangements for preservation in any case springs from broader social con- 
siderations and it is important that these arrangements should be extended 
as widely as may be practical if their objective is to be attained. 

126. The treatment of employees who are dismissed for misconduct raises 
greater difficulties. There is no satisfactory definition of what constitutes 
misconduct at present. The term in practice can include a wide range of actions. 
At one extreme might be the conviction of an employee in a court of law for 
embezzlement or other offences against his employer, whilst at the other extreme 
poor time-keeping or an argument with a foreman might be held to amount to 
industrial misconduct. In addition, a criminal conviction or undesirable 
conduct arising from circumstances outside a man’s employment might lead to 
his dismissal The National Joint Advisory Council are examining ways of 
providing protection from arbitrary dismissal and arrangements arising from 
these considerations might offer a way of deterrmning cases in which a right to 
preservation should be withheld. The loss of accrued pension rights can, 
however, be an extremely severe penalty. These might represent the^ most 
valuable possession the employee is ever likely to have. The withholding of 
these rights, which have built up during a period of satisfactory service, could 
therefore be accounted an unreasonable penalty in cases of dismissal for 
industrial misconduct. Conviction in a court of law for offences against the 
employer might be held to justify the withholding of preservation, but clearly 
there is a very wide range of offences which might lead to conviction and a 
penalty of this kind would not always be just. Moreover, we recognise that an 
employer might in some cases have evidence which would justify prosecution 
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but refrain from action, being content to dismiss the employee. We have 
therefore concluded that preservation should be afforded as of right for 
whatever reason an employee is dismissed. In cases where the employee has 
embezzled or stolen monies or goods, the redress for the employer should 
normally lie in the courts. Many schemes do, however, contain a rule giving 
the employer a lien on the benefits of a defaulting employee. Such a lien might 
also be afforded by common law. 



IX. The Right to a Refund of Contributions 

127. In the vast majority of contributory occupational pension schemes, the 
employee is assured of an option to the return of his own contributions in cash 
on withdrawal. We have shown (para. 45) that much the greater proportion 
of employees accept a return of contributions in cash rather than choose a 
deferred pension where this is available, or the provision of a transfer value in 
the limited number of cases where this is possible, and that this applies even 
at higher ages (para. 49). It is clear that as long as this right remains the 
objectives of general arrangements for preservation would be largely frustrated. 
Such arrangements would aim at ensuring that occupational pension schemes 
made their maximum possible contribution towards provision for retirement. 

128. There is little doubt that the right to a return of contributions is highly 
prized. It is not unknown for employees to leave their employment voluntarily 
in order to obtain an appreciable cash sum, although there is no evidence that 
this is a widespread practice. For many employees, a return of contributions 
provides a capital sum which might not be secured in any other way. It is of 
particular value when an employee is changing his job. It might be regarded as 
helping to maintain the employee’s standard of living during any intervening 
period of unemployment, although the Redundancy Payments Act and the 
eventual introduction of earnings-related social security benefits will help in this 
respect. It might also finance a move to another part of the country. More 
generally, such a capital sum might be used to start a business or to buy a house 
and either course could be regarded as eventually contributing to greater 
provision in retirement than would a deferred pension which might be seriously 
eroded through inflation. Finally, the attractions of an immediate cash sum to 
buy, say, durable consumer goods will always be high. 

129. It would also appear that the majority of employees in contributory ^nsion 
schemes regard their contributions as being reserved for themselves individually, 
even though the return of these is only possible on withdrawal. To this extent 
contributions to pension schemes are regarded as personal savings, the benefit of 
which can accrue before retirement. This is most clearly illustrated among 
younger female employees who generally view the return of their contributions 
as a gratuity on withdrawal on marriage. Pension arrangements are not 
introduced, nor tax reliefs afforded, for this purpose, but it is not possible to 
ignore entirely the strength of the prevailing attitudes of employees. 

1 30. If the rules of a pension scheme provide for preservation, employees opting 
for the return of their own contributions forfeit the benefit of the employer’s 
contributions which will have been, on the average, at least as great as their own. 
Income tax at a quarter of the standard rate may also have to be paid by the 
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employee on refunded contributions on withdrawal from a Section 379 fund and 
the employee might also lose rights to valuable death benehts. It is clear, 
however that these considerations do not have any very great effect m the 
majority of cases. It has been suggested that a higher rate of taxation on 
returned contributions might encourage employees to opt for preservation in 
cases where the rules of the pension arrangements provide for this. But it is 
very doubtful whether a penal rate of tax would have any significant effect and 
in the view of the Inland Revenue a penalty which went beyond the recall of 
reliefs actually afforded would be unwarrantable. In any case the charge is 
imposed on Section 379 funds which can elect to bear the tax burden themselves. 
In the case of Section 388 schemes there would be no case for levying tax on 
returned contributions. Any rehef on contributions to such schemes is at the 
ordinary life insurance rate and it would not be reasonable or equitable to levy 
tax on returned contributions whilst the holder of an ordinary life insurance 
policy does not have his past relief withdrawn when he surrenders the pohcy. 

131. It has been suggested that the withdrawal of an employee’s right to a return 
of contributions would be harmful to good employer/employee relations and 
it is clear that it would not be feasible for individual employers to withdraw 
the right where this is present in existing schemes. It is also unlikely that 
exhortation alone would allow employers introducing new scheines to provide 
for preservation without option whilst the great majority of existing schemes 
continued to provide for a return of contributions. We consider, how- 
ever, that if the rights were withdrawn under universal arrangements to 
extend preservation, the difficulties for employer/employee relations would be 
diminished. Certainly the majority of the trade unions which have commented 
to us on this problem have indicated that they recognise that the withdrawal 
of the right is inherent in any general arrangements of this kind. It is nevertheless 
clear that the case would need to be fully and carefully presented and explained. 

132. The case for withdrawing the right to a return of contributions is in essence 
simple. The role of pension schemes is to provide benefits in retirement. 
If the right is to remain, the loss of benefits in retirement will be considerable 
and it must be doubted whether any general arrangements for preservation 
would have any significant effect. If it is accepted that preservation is desirable 
in as full terms as might be possible on general grounds of social policy, the 
continued existence of the right to a return of contributions once a quaUfication 
for preservation has been satisfied would almost entirely frustrate this objective. 
We have therefore concluded that the return of contributions in cash should not 
in general be permitted under arrangements for preservation. The rules of 
pension schemes would, however, have to provide for the return of an employee’s 
own contrihutions in cases where qualifications for preservation had not been 
satisfied. 

133. We have found it necessary to consider whether any exceptions should be 
allowed from this condition. We have already pointed out that the great 
majority of women set particular value on the return of their contributions on 
withdrawal on or after marriage. Many women in such circumstances clearly 
contemplate relying on the provision which their husbands are making for 
retirement and the pension rights which married women have accumulated by 
withdrawal will in many cases be small and might well be seriously eroded over, 
say, a 30-year period to retirement. At the least, the withdrawal of their right 
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to a return of contributions in cash would be widely unpopular and might serve 
no useful purpose. We consider it important that women should have we same 
rights to preservation as other employees, but we nevertheless have concluded 
that an option for married women to the return of their contributions should 
remain as an alternative, although we recognise that a similar option is not given 
under the Graduated Pension Scheme. 

134 In discussing how this could be afforded, we first considered allowing 
this right to remain for women on withdrawal on marriage. There are, however, 
problems of definition here because many women continue in employment for 
some years after marriage. It would seem unreasonable to make any distinction 
in the case of a woman who left her employment, say, two years after marriage 
to prepare for the birth of a child. Another possibility would be to allow an 
option to the return of contributions in cases where the woman was wiAdrawing 
from the employment field. But this would be difficult to operate satisfactorily 
and might not be considered desirable. The onus of establishing, in each case, 
whether a withdrawal from the pension scheme did in fact entail a withdrawal 
from all employment might have to be placed on the employer and it is difficult 
to see how this could be borne. The remaining possibility, and the one we 
favour, is that, although the general qualifications for preservation shou d be 
the same for both men and women, the rules of pension schemes should be 
allowed to provide for the return of contributions in cash to married women 
(and women leaving on marriage), whatever the reason for their withdrawal. If 
such an exception is provided, it seems very likely that much the greater ^opor- 
tion of married women would accept the cash sum and this would have a 
significant effect on the cost of preservation for many pension schemes. 

135 We have also considered whether employees withdrawing to take up 
employment overseas should be allowed to retain an option to the return of their 
contributions in cash. We have noted that the Graduated Pennon Scheme 
requires the preservation of benefits of emigrants. We consider that the con- 
siderations which lead to this requirement are equally relevant in the preservation 
of pension rights generally. The return of contributions on emigration would 
certainly avoid some administrative difficulties but would not be in accord with 
the objective of preservation which is to provide benefits in retirement. We, m 
any case, foresee difficulties in defining emigration satisfactorily and it would 
rarely be certain that an employee would remain overseas. The treatment ot 
employees returning to Eire would be likely to pose particular problems. 

The treatment of contributions retrospectively 

136. We have considered whether it would be possible to require the preservation 
of pension rights which had already accrued on the introduction of general 
arrangements for preservation. This would ensure that preserd pension 
arrangements made a maximum contribution to the provision of benefits m 
retirement. It might also be administratively simpler to require the preservation 
of existing rights. If preservation was only required in respect of rights accruing 
from the introduction of general arrangements, it would be many years before 
the objectives of these arrangements began to be attained. 

137 There are, however, serious difficulties of principle to be faced if preserva- 
tion is to be afforded retrospectively. Pension arrangements can generaUy be 
regarded as a contract between employer and employee. Both have entered 

47 



Printed image digitised by the University of Southampton Library Digitisation Unit 



into the arrangements fully aware of their rights and liabilities and the imposition 
of new conditions might be held to amount to retrospective legislation. We 
accord considerable weight to this objection. 

138. It can clearly be held that employees would benefit if their pension rights 
were preserved retrospectively, but it is also clear that many employees might 
well regard the extinction of the existing ri^t to the return of contributions 
with dismay. Many employees might well have counted on receiving their 
contributions at such time as they decided or had to change their job and 
although many employees must automatically enter pension arrangements as a 
condition of their employment, other employees might have chosen not to enter 
pension schemes if they had foreseen that their contributions would not be 
returned on withdrawal. We recognise that some employees may in fact 
deliberately choose to terminate their employment to safeguard this right 
before the general arrangements came into force. 

139. For the employer, retrospective treatment would significantly add to the 
cost of pension arrangements and there would be an immediate, and often 
considerable, increase in habilities. Many schemes which are fully funded 
would cease to be so and other schemes could be faced by a serious fmancial 
problem and possibly cease to be viable. If preservation was only required in 
respect of rights accruing after a due date, the additional costs would build up 
gradually. 

140. We have considered the suggestion that existing members of pension 
schemes might be allowed a once and for all option on the introduction of 
general arrangements as to whether they committed their contributions retro- 
spectively. But the acceptability of this would be dependent on employers’ 
willingness to meet the additional cost. We do not consider, for example, that 
tax reliefs could be reasonably withheld in all cases where the employer was 
willing to introduce arrangements for preservation but was not prepared 
immediately to commit previous contributions. It is conceivable that dilferent 
levels of relief might be afforded in different circumstances but this might have 
to entail an assessment of how many employees had committed their contribu- 
tions and the extent of the fund’s additional liabilities. There would clearly be 
very considerable administrative difficulties in tests of this kind. 

141 . Although the retrospective preservation of both employers’ and employees’ 
contributions would not be generally acceptable, it might nevertheless prove 
possible to introduce arrangements which would hasten the growth of the practice 
of preservation. Without such arrangements, a period of as long as 40 years or 
more could elapse before preservation was fully achieved and the benefits being 
produced in retirement from occupational pension arrangements would in many 
cases be smaller than they could be. One possibility would be to ensure that 
the right to preservation was based on qualifications which took account of 
service or membership before the due date. Under such arrangements, once the 
qualifications were satisfied the employee’s right to a return of his contributions 
paid before the due date would remain unaffected and the employer would 
not necessarily have to bear the eost of preserving the contributions made in 
respect of the withdrawing employee. But both the employee’s and the 
employer’s contributions made after the due date would be committed to 
preservation. 
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142. A solution which does involve some element of retrospection but which we 
nevertheless think should be considered, would be to provide that preservation 
of all pension rights should always he afforded, and employees lose their right to 
a refund of contributions, as soon as the period of an employee s service after 
the due date exceeded the period of service before that date. This would 
substantially reduce the period in which general arrangements for preservation 
would otherwise become effective, only gradually withdraw the right to a remrn 
of contributions and would tend to spread the cost of retrospective preservation 
for employers. 

143. We have concluded that the full retrospective treatment of contributions, 
whilst it would provide immediate protection of benefits for retirement, would 
not be generally acceptable to either employers or employees. A growing 
number of pension schemes appear to be introducing arrangements for preser- 
vation and the provision of general arrangements for the future would we hope 
encourage more schemes to afford treatment of this sort, at option, « 

of earlier contributions. We nevertheless consider that ways in which full 
preservation might be provided more quickly should be examined. 



X. Administrative Arrangements 



144 We have endeavoured to set out in this Report the ways m wM arrange- 
ments for the preservation of pension rights might be generally afforded We 
have not considered in detail the administrative 

necessary and we recognise that the need for this will have to be detemmed 
in the light of the arrangements ultimately decided upon for ensuring preserva- 
tion. We would suggest, however, that there would be considerable advantages 
in appointing a Registrar of Pension Funds. A Registrar, 
by a small committee representing interests in the superannuation field, would 
hLe the responsibility of determining whether the ^1“ of pension schemes 
satisfactorily provided for preservation in the ways we have described ^e ha , 
for example, drawn attention to the difficulties of providing one clear defimUon 
of accrual which could be applied equally to the many different kinds 
arrangements. The Registrar would be charged with deciding whether the 
principles which can be more clearly applied to the more co^on land of 
Langements were in fact satisfied in particular cases InitiaUy at he 

could help to provide guidance to pension schemes modifying their arrangements 
to provide for preservation. He could institute arrangements to ensure that ffie 
rules of schemes were in fact being observed and 

of the arrangements for preservation and perhaps report perioihcally on whether 
the arrangements were working satisfactorily, the extent to which preservation 
was being in fact afforded and what modifications in the arrangements might 
from time to time be necessary. 

145 The point has been made in our discussions that employers would want to 
look to only one authority for the approval of pension arrangements and for 
advice on these. The Inland Revenue would still be concerned with the approval 
of pension arrangements for tax relief whatever arrangements were introdured 
for^the preservation of pension rights generally. It has therefore been suggested 
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that the functions of a Registrar and the Inland Revenue might need to be 
closely associated. 

146. We think it essential that individual employees should be clearly and 
fully informed of the arrangements for preservation and the way in which their 
pension rights are in fact treated on withdrawal. In cases where an employee 
had satisfied the qualifications for preservation, the rules of pension schemes 
should provide for the issue of a certificate on withdrawal clearly setting out 
the way in which preservation has been afforded, the current value of the 
pension rights being preserved and the way in wliich benefits will finally be 
paid. We would also hope that there would be a growing practice of recording 
an optional transfer value on these certificates. 

147. The extension of arrangements for preservation will create a great many 
deferred pensions. As occupational provision grows, and the benefits of an 
increasing number of members mature, the task of administering deferred 
pensions will increase appreciably. This will involve a good deal of record 
keeping and the cost of this, and of ultimately paying many more pensions to 
past employees, might well be appreciable. This burden may prove a particu- 
larly heavy one for the self-administered scheme of a smaller firm. We have 
therefore considered whether the establishment of a central fund, or perhaps 
more modestly a centra] registry, could help to meet this problem. 

148. A central fund might accept transfer values on the withdrawal of an 
employee (although this would raise the problems to which we have already 
referred in paras. 61-66), take over the responsibility of maintaining the 
necessary records and pay the benefits to recipients in due course. A central 
fund could therefore aggregate a number of deferred pensions over working life 
and provide one pension on retirement. A central fund of this nature would 
have to be provided with powers of investment. In cases where an employee 
subsequently again changed his employment and became a member of a pension 
scheme willing to accept a transfer value, the monies accumulated by the central 
fund on his behalf could be paid to the new pension scheme. 

149. If, however, general arrangements for preservation required a payment to 
the fund in all cases where preservation was not afforded by transferability, 
broadly the same problems would arise as from a universal requirement to pay 
transfer values. There could be many difficulties in determining the value of 
such payments (which might need to reflect provision for widows and other 
particular benefits) and if the pension scheme was not fully funded such payments 
would be made to the detriment of remaining members. 

150. We understand that the Life Offices are considering the problems which 
might arise with the creation of a great many deferred pensions. They are 
examining the possibility of aggregating deferred pensions from insured schemes 
so that only one payment will be necessary in retirement. We hope that compre- 
hensive arrangements of this kind can be established. We believe that, generally, 
the larger self-administered schemes would be content to make their own arrange- 
ments to administer deferred pensions and smaller schemes could purchase 
individual policies for withdrawing members. Moreover, it is possible that the 
establishment of a central fund at the outset might inhibit the growth of the 
practice of paying and receiving transfer values which we think will be encouraged 
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by the introduction of general arrangements for preservation. It will be 
important to see the effect of these arrangements in practice. We have concluded 
that it would not be feasible or necessary to establish a central fund, at least 
initially, on the introduction of general arrangements for preservation. We are 
nevertheless conscious that the need for a central fund might in time arise and 
we recommend that the question of its establishment should be kept under 
review. 

151. The more modest form of central machinery to which we have referred 
might take the form of a central registry which would record the pension rights 
of all employees on withdrawal. This would entail a separate record for each 
employee which would reflect the actual nature of the rights preserved in each 
case in accordance with the rules of pension schemes in which they had accrued. 
A registry could trace employees when retirement age was reached and ensure 
that employees could readily obtain information about their rights. It might 
also be empowered to accept transfer values in cases where both an employer 
and employee agreed to this course. Such a transfer value would then be 
available to be employed in a new pension scheme, where this was possible, if the 
employee again changed his job. We do not think that a central registry would 
prove necessary initially but we think that the introduction of arrangements 
of this kind should receive consideration. 

XI. Other Suggestions 

152. We have considered two other suggestions which can be held to bear on 
the question of preservation. These both relate to the operation of income tax 
law. 

(1) Retirement benefits for short-service 

153. In order to qualify for Inland Revenue approval under Section 388 of 
the Income Tax Act, 1952, a retirement benefits scheme must satisfy the condition 
that both the aggregate value of the benefits, and the proportion between 
pension and lump sum (if this is provided), are reasonably comparable to what 
is usually afforded by statutory superannuation schemes in like circumstances. 
In general, statutory schemes do not provide more than one-sixtieth of final 
salary for each year of service, and of this benefit one-quarter may be taken 
in the form of a lump sum. It is against this standard that the provision of 
pension schemes is judged, although the Inland Revenue are given discretion 
by the Act to approve a scheme which does not satisfy the condition. Section 
379 of the Act, which relates to the approval of superannuation funds, does not 
specify that the fund should provide benefits comparable with those afforded by 
statutory schemes, but since the enactment in 1947 of what is now Section 388, 
we understand that the Inland Revenue have applied the same standards to 
Section 379 funds. 

154. The Inland Revenue do, however, allow the late entrant to pensionable 
employment something more than one-sixtieth of final salary for each year of 
service on the following scale: 



51 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Years' service to 
normal retirement 


Sixtieths of final 


age 


remuneration 


9 


10 


10 


12 


11 


14 


12 


16 


13 


18 


14 


21 


15 


24 


16 


27 


17 


30 


18 


33 


19 


36 


20 


40 



In applying this scale, a deduction is made from the figure it produces in 
certain circumstances. This occurs when the employee has a title to a benefit 
from a “ self-employed ” annuity contract under Sections 22-23 of the Finance 
Act, 1956, or to a deferred pension or other retirement benefit (including a 
refund of contributions) which the employee has obtained from previous 
employment. Such deductions are, however, only made in so far as it is necessary 
to keep the aggregate benefits from exceeding two-thirds of final remuneration. 
Although in the civil service the Treasury can, at discretion, allow “ added 
years ” for pension purposes to those entering the civil service after age 35 
with special qualifications, and in this way provide up to a full two-thirds 
benefit after 25 years’ service, this provision is little used and cannot be held to 
be “ usually afforded” in the sense indicated in paragraph 153. The scale 
employed by the Inland Revenue in allowing additional provision for late 
entrants is, in essence, an exercise of the discretion afforded under Sections 379 
and 388 of the Act and the allowance of two-thirds benefit for 20 years’ service 
is attributable to the fact that superannuation benefits of this order were already 
being paid by some employers when the enactment now in Section 388 was first 
introduced in 1947. 

155. It has been put to us that this scale limits the provision for retirement which 
an employer may be willing to make for an employee who enters his employ- 
ment relatively late in working life. We appreciate that the consideration of this 
point in some respects extends beyond our terms of reference, but nevertheless 
believe that it has relevance to the question of preservation. An approved 
pension scheme can be allowed, if the employer is willing to bear the costs, to 
provide a full two-thirds pension to an employee who has joined the scheme 
when aged just under 45, even when no transfer value has been received from a 
previous employment. An employee aged 45 can be afforded benefits equivalent 
to 36/60ths of his final salary, plus the value of the transfer payment he brings 
with him so long as the total does not exceed 40/60ths of final salary. If instead 
of a transfer value the employee had accepted a return of contributions, or a 
deferred pension, the Inland Revenue would also take this into account in 
applying the overall two-thirds limit. In cases where employers are willing to 
make provision for higher benefits than the scale allows (to a maximum of 
two-thirds of final salary) we do not think that they should be prohibited from 
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doing so. The value of transferability arrangements might in some cases be 
diminished by the application of the scale at present employed. Moreover, 
we consider it important that an employee should not be prevented from 
accepting an opportunity which might be afforded of acquiring fully adequate 
retirement benefits in the later years of working life. This might be particularly 
important if there has been no opportunity of building up satisfactory pension 
benefits earlier in his career or when deferred pensions in respect of previous 
employments (which would be set against a revised scale) fall short of his 
final salary expectations. We must make it clear that we are not advocating 
that new employers should be under any obligation to enhance provision in 
this way, but that if they are willing to do so they should not be prevented. 
A number of employers are, in fact, prepared through their pension schemes to 
augment the pensions of late entrants, although they generally only do so in 
selected cases. We do not know the extent to which employers are prepared 
to make more generous provision than the present scale allows, but nevertheless 
suggest that consideration might he given to the amendment of the Revenue 
short-service rules. This would involve the amendment of Income Tax law 
and we appreciate that it might then be necessary to exclude the payment of 
lump sums in relation to benefits in excess of the scale referred to in paragraph 
154. This suggests that any benefits accruing from provision in excess of the 
present scale could be limited to taxable pensions. 

(2) Pension policies under Sections 22-23 of the Finance Act, 1956 

156. We have also considered a suggestion that persona! pension policies, 
the contributions to which are relieved of tax under these Sections, would 
provide an advantageous means of maintaining preserved pension rights. Such 
policies, with assurance companies, are at present available to the self-employed, 
and to employees who are not in pension schemes, who may participate in the 
profits of such companies. For the purpose of relief, contributions are in 
general limited to 10 per cent, of annual earnings to a ceiling of £750. The 
interest accruing on the policy is also free of tax but the pension finally provided 
on maturity must be non-commutable and non-assignable. In cases where 
on change of employment an employee is offered a transfer value, or receives the 
return of his own contributions in cash when qualifications for preservation are 
not satisfied, we see some advantage in the employee being allowed to employ 
such sums in a Section 22 policy. The employee could then, whilst not being a 
member of an occupational scheme, contribute to the policy to augment his 
provision for retirement. We are not able to estimate the extent to which 
such arrangements might be in fact used, but we suggest that the proposal has 
sufficient attractions to merit further consideration. It seems unlikely that 
arrangements of this sort would conflict with tax principles. The contributions 
producing a transfer value would normally have been relieved of tax but the 
benefits the policy provided would bear tax on maturity. The tax chargeable 
on returned contributions could be waived in cases where the Inland Revenue 
were satisfied that the money was in fact devoted to a Section 22 policy. The 
present limitations on contributions to these policies would need to be lifted 
to allow the use of transfer values or returned contributions in this way. We 
are aware that more far reaching proposals have been made on the way Section 
22 policies might be employed, notably by the Millard Tucker Committee, but 
recognise that these lie outside our terms of reference. 
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XII. Possible effects of changes in the Social 
Security System 

157. The Government is at present undertaking a comprehensive review of the 
social security cash benefit system. In considering the question of preservation 
of occupational pension rights on change of employment, we have been conscious 
that major changes may be made in the State system of provision for retirement 
which might, by extending earnings-related benefits for example, introduce a 
greater measure of preservation for all employees. We have also been aware 
that the role of occupational pension schemes might change with the introduction 
of new arrangements. Our task, however, has been to consider and report 
on the position as we found it and this we have done. Whatever changes in 
State provision are eventually made, we would hope that this Report helps to 
point the way to an extension of arrangements for preservation in pension 
schemes as quickly as may prove possible. 

XIII. Summary of Conclusions 

158. Our main conclusions can be summarised as follows: 

(1) The rules of pension schemes covering about three-quarters of existing 
members provide for some degree of preservation on withdrawal, in most cases 
subject to an option of employers, employees or both (para. 42). 

(2) In practice, largely as a result of the way these options are exercised, 
only about 8 per cent, of withdrawing members have their pension rights 
preserved (paras. 43-45). 

(3) The effect on mobility is limited and selective and does not of itself 
provide a compelling argument for the introduction of a general requirement 
for preservation. But the present position leaves an appreciable gap in the total 
provision for retirement and we believe on general grounds of social policy that 
effective arrangements for preservation are desirable (paras. 56-60). 

(4) For practical reasons, under general arrangements for preservation the 
minimum aim should be the provision of deferred pensions on withdrawal 
(paras. 61-66). 

(5) We have considered the problem of establishing a minimum rate of 
accrual of pension rights to the time of withdrawal and have suggested 
principles on which this could be determined (paras. 67-72). 

(6) The objective of arrangements for preservation would be largely frustrated 
if employees were to retain a right to the return of their own contributions in 
cash and therefore this right would need to be restricted (paras. 73 and 
127-135). 

(7) The cost of full preservation by deferred pensions for all employees might 
at present amount to £50 million a year, although this figure would be reduced 
in practice by the imposition of qualifications for preservation which we 
consider would be necessary. This additional cost is equivalent to about 5 
per cent, of total contributions to pension arrangements or about 0-5 per cent, 
of the total wages and salaries of members (paras. 74-75). 

(8) We have not found any one method of providing generally for preservation 
which is outstandingly superior to any other and none can provide a perfect 
solution. We have concluded, however, that there are a number of possible 
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methods which could achieve our objective and from which a choice should be 
made. We have described each of these and the objections to them. They 
are as follows : 

(i) Direct compulsion (paras. 78-82). 

(ii) The refusal of a deduction from taxable profits in respect of employers’ 
contributions if an acceptable degree of preservation is not provided (para. 
87). 

(iii) The withholding of all tax reliefs from pension arrangements now 
available following approval by the Inland Revenue if an acceptable degree 
of preservation is not provided (paras. 88-94). 

(iv) The withholding of reliefs now available on Revenue approval together 
with the refusal of a deduction from taxable profits in respect of employers’ 
contributions, if an acceptable degree of preservation is not provided 
(para. 95). 

(v) The withholding of relief from the investment income of pension funds 
if an acceptable degree of preservation is not provided (paras. 96-101). 

(9) We have concluded that some qualifying condition would be essential 
before preservation can be required in respect of an individual employee. 
We suggest that either a service or an age and membership qualification 
should be imposed (paras. 112-120). 

(10) Preservation should be available as of right whatever the reason for 
an employee’s withdrawal from pension arrangements (paras. 124-126). 

(11) We do not consider a universal requirement for the preservation of 
ali pension rights in respect of service before the introduction of general 
arrangements for preservation to be feasibie. We suggest, however, a way 
in which the period needed to provide full preservation could be reduced 
(paras. 136-143). 

(12) We have considered the administrative arrangements which might be 
thought necessary on the introduction of general arrangements for preservation 
and some suggestions are set out in our Report (paras. 144-151). 

(13) We suggest that two further changes in tax provisions should be considered 
(paras. 152-156). 

159. Finally, we would like to record our thanks to Mr. D. B. Smith for his 
work as Secretary to the Committee. 
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APPENDIX I 



Organisations and individuals from whom written 
representations were received 



Representative Bodies 
Amalgamated Engineering Union 

Association of Supervisory Staffs, Executives and Technicians 

Association of Scientific Workers 

British Airline Pilots’ Association 

British Employers’ Confederation 

C.I.B. Society of Pension Consultants 

Civil Service Clerical Association 

Clerical and Administrative Workers’ Union 

Draughtsmen’s and Allied Technicians’ Association 

Engineers’ Guild 

Institute of Actuaries and Faculty of Actuaries in Scotland 
Greater London Council 
Martins Bank Staff Association 
Merchant Navy and Airline Officers’ Association 
National and Local Government Officers’ Association 
National Federation of Professional Workers 
National Union of Journalists 
National Union of Railwaymen 
Transport and General Workers’ Union 
Union of Shop, Distributive and Allied Workers 
United Kingdom Pilots’ Association 
Others 

Mr. Max Lander, f.i.a., f.f.a. 

Mr. Tony Lynes 

Mr. Basil Taylor, b.sc.(econ.) 

Professor R. M. Titmuss, c.b.e., hon. d.s.c., ll.d. 

Mrs. D. E. Wedderbum, m.a. 
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APPENDIX n 



Arrangements for the Preservation of Occupational Pension Rights Overseas 

Belgium 

1. State retirement pensions are earnings-related and for a married couple can 
reach a maximum of 75 per cent, of career earnings. There is a relatively 
modest ceiling on the earnings to which the pension of salaried employees is 
related but none for wage earners. The level of benefit provided has tended to 
inhibit the spread of private occupational pension schemes, particularly for wage 
earners. 

2. Only about 500,000 employees out of a worldng population of 34 million are 
covered by occupational pension schemes, and of these only about 100,000 are 
manual workers. Most occupational pension schemes are organised through 
insurance companies. The form they usually take is that the employer and the 
employee contribute to separate contracts in the employee’s name and contribu- 
tions are relieved of tax. Model contracts for insurance schemes of this kind are 
submitted to inspectors of the Ministry of Economic Affairs for approval. Of 
the two contracts, that which relates to the contributions made by the employee 
belongs absolutely to him. He may choose to receive a refund of his contribu- 
tions if he leaves his employer, or he may choose to continue to pay the premium 
in whole or in part. On the other hand he has a more limited title to the contract 
to which the employer contributes. This contract generally requires a basic 
qualification of five years’ service with the firm or a similar term of membership 
with the scheme. Also it is for the employer to decide, on dismissal or other 
termination of the employee, whether the latter shall receive an immediate lump 
sum, or a frozen pension to be paid at age 65, or be allowed to take over the 
contract and payment of contributions. If dismissal is due to fault, the worker 
forfeits the employer’s contract and the balance standing in his name is allocated 
to a “ solidarity ” fund which each employer maintains for the assistance of 
those, e.g. widows, invalids, late entrants etc., who for various reasons fail to 
qualify for a full pension. In no circumstances can a contract be transferred. 
Any change of employer involves a new insurance contract. 

3. Other forms of pension arrangement exist. A few employers award non- 
contributory gratuities based on salary or service, or provide pension schemes 
of the kind found in the United Kingdom. There is no requirement for such 
arrangements to provide for preservation. Some schemes are organised 
on an industry basis in particular areas and these provide for transferability 
between member firms. If however an employee moves to employment outside 
the group, he loses all pension rights. 

4. Pension rights can be transferred to other employments throughout the 
public sector but are forfeited if the employee moves to private employment. 
An employee leaving the sector is, however, credited with social security 
contributions in respect of his period of employment, as the public service 
lies outside the State Social Security scheme. 

Canada 

5. There is a Federal Old Age Security Pension of $900 a year which is regarded 
as a minimum provision for old age, and is at present paid to persons aged 
70 or over. Recent legislation provides for the qualifying age to be reduced 
in one-year stages to age 65 by 1970. 
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6. Under the new legislation a supplementary wage-related State Scheme, 
known as the Canada Pension Plan, came into force on the 1st January, 1966. 
The Plan at present covers earnings up to $5,000 a year, but provision is made 
for this ceiling to he raised in line with increases in general earnings levels. 

7. By 1976, when the Plan will be in full operation, employees retiring after 
age 65 will be entitled to a pension equal to 25 per cent, of average earnings 
on which contributions have been paid to the Plan, adjusted for subsequent 
changes in earnings levels. 

8. Private pension provision is voluntary, and so far there have been no wide- 
spread arrangements for preservation. Many schemes have, however, 
maintained the rules recommended by a former Federal Income Tax Code of 

I Practice which called for vesting of accrued pension rights in an employee 
who left after the age of 50 with at least 20 years’ service. This Code of Practice 
has not been enforced, and the gap this has left is partly responsible for the 
wider legislation now being introduced by the Provinces. 

9. Ontario has already introduced legislation governing the activities of 
private pension plans. This legislation requires full vesting of the accrued 
pension rights for employees leaving over age 45 and with at least 10 years’ 
service. An employee who meets these conditions cannot withdraw any cash 
contributions he has been required to make under the scheme, but if the rules 
of the scheme allow, he can withdraw in cash a sum equal in value to not more 
than 25 per cent, of the pension benefits. These rules are only operative in 
respect of service after the appointed day. 

10. The Federal Government has established transfer arrangements with 
provincial and municipal governments,' Crown corporations and some univer- 
sities, but there is no transferability for movements in and out of the public 
sector as a whole. New entrants to Federal Government employment who have 
given up rights under private schemes can, however, contribute and obtain 
back-service credits in respect of their service under private schemes. 

Demnark 

11. There is a basic State Pension Scheme providing a pension from age 67 for 
men, or 62 for women, of about £280 a year (single person) or £420 a year 
(married couple). These pensions are at present subject to a means test, but 
recent legislation provides for the means test to be removed completely by 1970. 

12. A State Supplementary Pension Scheme was introduced in April, 1964, which 
will provide an addition of £125 a year to the basic pension for employees now 
under age 40. Older employees will receive lower benefits. The scheme is 
financed by both employers and employees and is administered by a central 
board on which trade union and employers’ organisations are represented. It 
has been presented as an interim measure, and the Government have stated that 
their objective is an earnings-related scheme on the Swedish pattern. 

13. Employers seldom provide occupational pension schemes for manual 
workers, but they usually do so for salaried workers. The following paragraphs 
summarise the arrangements as they affect salaried workers and as operated by 
Pensionsforsikringsanstalten (PFA), which is the oldest and largest private 
pensions organisation in the country and accounts for more than half the total 
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industrial pensions business. The procedures are similar in the case of the 
other houses operating such business. 

14. PFA was formed in 1917 on the initiative of the Danish Ernployers’ 
Confederation and other industrial organisations, including trade unions, all 
of which are represented on the Board of Management. It was intended that 
PFA should monopolise the field of industrial pensions, but other insurance 
institutions found it profitable to enter the field. Transferability of pensions 
between these companies has been established. 

15. Insurance activities in Denmark are supervised by an official Insurance 
Board in accordance with a Law relating to Insurance Agreements of 1930. 
Insurance houses must obtain authorisation to engage in insurance activities 
and must submit full details of the schemes they propose to operate and how 
these will be managed. Standard contracts, such as are employed in industrial 
pensions business, must be approved. Insurance companies must also submit 
audited accounts annually. The Board requires companies to provide for the 
transfer of pensions business when employees change their jobs. The Board 
supervises the transfer of pension rights when workers change employment, not 
merely as a protection to the employees, but also to ensure that the tax position 
is maintained. Contributions to pension schemes are in general free of tax 
both for employer and worker, i.e. they are deducted before liability is assessed, 
but tax is paid by the recipient where a lump sum is payable or on payments of 
pension. 

16. The basic principle observed by PFA since the beginning has been that the 
employee’s policy attaches to him and remains his property. When an employee 
changes his job, his subsisting policy is terminated and a certificate is given 
stating his paid-up position. If the new employer contributes to a pension 
scheme (irrespective of which insurance company) or, if the employee is willing 
to carry the cost of continued insurance himself in cases where the new employer 
does not contribute to a scheme, a new policy is prepared and a cash transfer 
takes place between the insurance companies concerned. The employee rtiay 
however on joining a company which does not have a pension scheme, decide 
not to continue the insurance himself. In such a case, his pension rights are 
normally frozen until he changes his job again for another one having pension 
arrangements, or until he reaches retirement age, when he gets a pension 
appropriate to the value accrued. A few insurance companies do permit the 
employee to draw his accrued contributions in a lump sum, which is taxable, in 
such circumstances. The majority, including PFA, only perrmt this arrangement 
in the case of emigration or where a female employee marries. It seems that 
these arrangements effectively dispense with the need for any central machinery 
to accept transfer values or hold frozen pensions. 

17. The age at which employees begin to contribute to pension schemes varies 
and is a matter for negotiation between workers and management. Usually, 
because of the relatively heavy labour turn-over among young workers, the 
employer does not admit an employee to his scheme until age 25 or he may 
insist on a qualifying period of service of one year or several years. An 
employee may also have to serve a qualifying period enjoining a new scheme, 
but most insurance companies make it a condition that if the worker is already 
a policy-holder there shall be no break of contributions either by the employer 
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or by the worker. These considerations are not a matter for the Insurance 
Board. 

18. Members of self-administered funds must be given a vested right to their 
accrued benefits after 5 years’ membership. On withdrawal during the first 5 
years, the amount repayable may be limited to the employee’s own contributions, 
less a reduction for any insurance risk. If the actuarial value of the accrued 
rights for a member leaving after more than 5 years’ membership is less than the 
average earnings over the previous three years, it may be paid to the member as 
a lump sum. 

France 

19. The State Scheme retirement pension may be paid at any time after age 60, 
and at this age the pension has a relatively low maximum of 20 per cent, of 
average earnings (adjusted for subsequent changes in earnings levels) over the 
last 10 years of service. These earnings are subject to a ceiling which is at 
present about £900 a year. The percentage is increased to 40 per cent, if it is 
drawn at age 65, and to 60 per cent, if the pension is drawn at age 70. 

20. There is widespread provision for contributory occupational pensions, 
supplementary to the State Scheme. There are two main systems, one for 
cadres (broadly speaking, managers and specialists), and another for routine 
workers. The system for cadres covers earnings above the State Scheme ceiling 
and up to a maximum which is at present about £3,800 a year. The system for 
other employees covers all earnings. 

21. Both systems are financed on a “ pay-as-you-go ” basis, under which 
contribution income, after provision for certain stability reserves, is divided 
amongst the pensioners. In each system the benefits are provided through a 
number of industry-wide funds linked together by compensation agreements, 
under which funds with an above average pension liability are subsidised by the 
rest. There is complete preservation of pension rights on change of employment. 

22. The level of benefits provided by the State Scheme and these industry-wide 
systems is such that private funds run by single employers are rare. The law 
provides that any sums set aside in a fund by an employer for the benefit of a 
particular employee become the property of that employee, whatever his length 
of service. It is now a condition of approval of a private fund that any rights 
acquired on termination of employment before age 60 must be provided in the 
form of a deferred pension. 

23. Pension schemes in the public sector cover, generally, established and 
unestablished employees in the State service, the Municipalities and the 
nationalised industries. Co-ordination agreements provide for aggregation of 
service in the private sector with unestablished service in the public sector, 
but in general co-ordination does not extend to established service. 

Italy 

24. Almost the whole of the working population is covered by State schemes 
which having grown up piecemeal differ very considerably from each other in 
range of contributions and benefits, though all are related to earnings. The 
general scheme, run by the National Institute for Social Security (I.N.P.S.) and 
covering lOJ million workers, provides a low basic pension which is supple- 
mented by a wage-related contribution. Another 400,000 workers, including 
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public servants, tire covered by special industry funds also controlled by 
I.N.P.S. and by schemes run by other state institutions. There are also State 
schemes for the self-employed, covering the professions, farmers, artisans and 
clerics, amounting in all to a further 9 million workers. In the event of a 
change of employment, contributions paid in respect of a worker into any 
scheme may be deemed to have been paid under the general scheme, thus 
ensuring preservation. 

25. Private company schemes, which are few and cover only about 20,000 
workers, may be provided in substitution for State provision. Before they can be 
approved for this purpose by the Ministry of Labour and Social Insurance they 
must show that they provide benefits at least as good as those provided under 
the general scheme. Rights are safeguarded on change of employment by the 
requirement that the company must pay to the State general fund an amount 
equal to that which would have accumulated had the worker been insured 
under the general scheme for a corresponding period, i.e. it compares with the 
payment-in-lieu provision in the British Graduated Pension Scheme. 

Netherlands 

26. The State pension is proofed against inflation by being linked to the wage 
index. The present pension payable from age 65 is £260 a year for a single 
person, and £375 a year for a married couple. The scheme is financed entirely 
by employee contritions which amount at present to 10-2 per cent, of pay 
up to a ceiling of £1,200 a year. 

27. The Pension and Saving Fund Act. 1954 which regulates occupational pension 
arrangements requires an employer who has undertaken to provide pensions to 
join an industrial pension fund if one exists for his industry, to establish a 
pension fund for his firm or to make arrangements for pensions with a life 
insurance company. 

28. The Act provides that the rules of all pension funds, and any modification 
of these, must be approved by the Minister of Social Affairs and Public Health. 
The rules must conform to the stipulations of the Act, although the Minister is 
allowed, after consultation with the ofScial Insurance Chamber, which controls 
life insurance arrangements, some discretion. By approval, pension funds 
acquire corporate rights. 

29. The Act requires that the governing body of a pension fund should have at 
least as many employees’ as employers’ representatives. The rules must clearly 
define the purpose and management of the fund; the categories of members; 
section of industry or part of the country to which the rules apply; and set 
out stipulations as to income, investments and the claims of members upon it. 
They must also contain provision for the winding up of the fund and the 
disposal of its assets. Members must be provided with a copy of the rules. 

30. The governing body of a fund and its members are required to give the 
Insurance Chamber any information it may seek and to allow the Chamber free 
access to all documents and accounts. The fund must either insure its risks 
to the satisfaction of the Insurance Chamber by entering into insurance 
contracts or, if the Chamber is satisfied that the fund is operating to a sound 
actuarial policy or is sufficient to bear the risks independently, it is allowed 
to carry its own risks. In the first case, the governing body must submit an 
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aniiual account to the Chamber verified by an auditor and, in the second, 
present quinquennial actuarial reports as well as annual auditors’ reports on 
the fund. 

31. The rules must provide for the preservation of accrued pension rights, 
based on both the employer’s and the employee’s contributions, of all members 
withdrawing after more than 5 years’ membership. These rights must reflect 
any provision for a widow’s pension which the fund may contain. Preservation 
is always effected by the award of a deferred pension and the rules must not 
allow the payment of a lump sum in respect of these rights unless this would 
only be a very small amount, the rights are those of a female member with- 
drawing “ on account of her marriage ”, or the employee is emigrating. The 
Act does not precisely define the way in which rights should accrue or how 
rights on withdrawal should be calculated but requires them to be based on the 
contributions paid and the period of accrual. Each fund can therefore determine 
its own formula but the Insurance Chamber in advising the Minister considers 
whether these are reasonable. An employee who has been a member for at 
least one year and not longer than five years receives the return of his own 
contributions in cash. 



32. The majority of manual workers for whom pension arrangements exist are 
normally members of industry-wide funds. A number of these funds have 
agreed that the fund to which the member belongs at the time of retirement 
should pay the total pension, debiting any other funds to which the employee 
has belonged with their share of the total payments. Company pension funds 
usually pay deferred benefits themselves, although if the benefits are small 
they may make ad hoc arrangements for the last employer to make payments 
on their behalf. An employee leaving a fund receives a certificate of entitlement 
showing the benefits due at retiring age from that fund or alternatively he may 
terminate his connection with the fund and acquire an insurance policy of equal 
value to mature at the due date. Proposals for a central clearing organisation 
for all pension funds have met with no response and such arrangements have not 
apparently been considered necessary. The administrative costs are said to be 
small. A number of employees with less than five years’ membership purchase 
back service credits in the fund of a new employer with the lump sum they 
obtained on withdrawal. 



33. The 1954 Act does not contain any taxation provisions, but in practice a 
pension fund cannot obtain tax relief unless it has been approved under tlie Act 
and cannot in fact exist until such approval has been given. It is an offence 
to act as a member of the controlling body of a fund which has not been 
approved. 

34. The Act allows employers to make arrangements for pensions with a life 
insurance company instead of joining an industry-wide fund or establishing a 
company fund. Some 20,000 employers make use of such arrangements, as 
against about 80 industry-wide funds and 1,750 company funds. The Act does 
not directly control these arrangements but policies can only be taken out in the 
name of individual employees and can only be in accordance with the principles 
established in the Act. The conditions in regard to preservation must therefore 
be the same as in a company or industry scheme. The approval of the Minister 
of Social Services is not required and in effect the insurance company, under the 

62 



Printed image digitised by the University of Southampton Library Digitisation Unit 



supervision of the official Insurance Chamher, becomes the approving authority. 
When an employee leaves his employment, his pension rights must be consoli- 
dated into benefits payable at retirement age. It is however possible for a new 
employer to take over the contract. 

35. It was recognised that the new requirement on funds to be fully funded or 
otherwise proteeted would add substantially to costs in many cases. Funds 
which did not provide for preservation before the Act and were not then fuHy 
funded were therefore allowed an adjustment period of up to 25 years. This was 
permitted only after the approval by the Insurance Chamber of a detailed plan 
which would ensure full protection in the shortest possible time. Some funds 
accomplished this quite quickly whereas others had to be given a fairly lengthy 
period to do so. No fund has reported a deficiency. 

36. The public sector is not within the scope of the Act but full transferability 
is provided between public employments. The Government does, however, 
conform in practice on changes of employment between the public and private 
sectors. An employee coming from private employment brings with him any 
deferred pension rights he may possess and the pension rights of a public 
employee are preserved on withdrawal providing he has completed 10 years’ 
service, or a minimum of seven years if he is dismissed. 

Norway 

37. A comprehensive earnings-related State Scheme is to be brought into 
operation in 1967 providing minimum benefits of £405 a year for a married 
couple to a maximum of just over £1,200 a year. Private pension schemes in 
Norway are governed by Regulations promulgated under the Tax Acts. 
Conditions to be observed in the schemes have been drawn up by the insurance 
companies jointly and approved by tbe State Insurance Board which is 
responsible for administering insurance legislation under the policy control of 
the Ministry of Social Affairs. 

38. The general effect of the arrangements is that pension schemes described in 
the Regulations as “ fixed pensions schemes ” are not subject to taxation, within 
certain limitations. Employers contributing to such schemes may deduet 
contributions before assessment, plus 150 per cent, of those contributions 
provided such a sum is set aside into a buffer fund, which is however limited to 
ten times the annual contributions. Employees are also allowed tax relief on 
their contributions, but do not contribute to the buffer fund. An insurance house 
or an employer starting a scheme along these lines need not submit details of the 
scheme provided it is designated as a “ Service Pension Insurance under the 
Tax Laws ” and conforms to the Regulations, but if it is desired to introduce a 
scheme which departs from the Regulations, the scheme must be submitted in 
detail for approval. 

39. Pension rights are defined mainly by Conditions for Collective Pension 
Insurance which are approved by the State Insurance Board and the Ministry 
of Social Affairs. The employee must be entitled to a fully paid up insurance 
policy secured by the premia paid in respSct of him for the period up to the 
date of withdrawal. These Conditions are in effect a private pensions insurance 
code which is complementary to the Regulations and, with such additions as are 
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needed to meet any particular scheme, constitute the basis of the contract 
between the insurer and the employer, 

40. Workers have as a rule no option to the return of their contributions. 
However, many schemes permit workers who leave the service of an employer 
operating the scheme to withdraw in cash their own and the employer’s contri- 
butions (excluding the employer’s buffer fund contributions) provided the 
accrued pension is small (equivalent to £12 a year) and the worker has contri- 
buted to the scheme for a minimum of three years. This exemption is provided 
by the Regulations. There are no age or service qualifications for preservation 
once an employee has been admitted to a pension scheme. 

41. If a worker transfers from one employer operating a scheme under the 
Regulations to another, the worker’s old policy is taken over by the new 
employer’s insurers. If the new employer does not operate such a scheme 
the employee’s pension is frozen until maturity, or until he transfers to another 
employer who operates a scheme. A withdrawing employee moving to employ- 
ment for which there are no pension arrangements is however able, at option, 
to maintain the insurance policy in respect of his service by paying the premiums, 
either wholly or in part, himself. There is a voluntary agreement, encouraged 
by the State Insurance Board, between all those who operate pension schemes 
under the Regulations to pass on policies through the Norwegian Life Offices 
Association when changes of employment occur. 

42. Different arrangements are made in the case of FTP, the largest scheme in 
industry, which was established voluntarily by agreement between the Norwegian 
Employers’ Confederation (NEF) and Trade Union Confederation (LO). This 
scheme which covers the majority of industrial workers in occupational pension 
schemes is administered as an allied service by the National Insurance Institution, 
which administers all aspects of national insurance. An employee in FTP is 
registered with his local Insurance Office and, when he changes his job, his FTP 
insurance is dealt with at the same time as his health and other insurance. His 
pension record builds up and on retirement he receives a pension equivalent to 
that which would have obtained had he stayed with his original employer. If 
an employee in FTP leaves his job to be self-employed or to join another 
employer who does not make pension provision through FTP, his pension 
contributions are frozen until he retires at 70, provided he has been in the scheme 
at least four years. If his period in the scheme is less, he earns no right to a 
pension and cannot recover his contributions. 

Sweden 

43. The basic State Scheme provides a flat rate pension from age 67 of about 
£300 a year for a single person, or £460 a year for a married couple. There is an 
earnings-related supplementary State Scheme covering earnings between £350 
a year and £2,600 a year. These limits are adjusted in line with changes in the 
cost of living. When the Supplementary State Scheme is in full operation by 
1980, the total pension for a single person from the two schemes will be in the 
region of 55-60 per cent, of final covered earnings. 

44. Under an agreement between the employers’ federation and the oflSce 
workers’ unions most office workers are covered by private supplementary 
schemes which provide for service of 30 years or more a pension of 65 per cent, 
of final pay from age 65 (men) or 60 (women) to age 67, when the State pensions 
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start. After age 67 the schemes provide a pension of 10 per cent, of final pay, 
plus an additional allowance for employees born before 1914 to compensate 
them for the fact that they do not qualify for a full pension under the supple- 
mentary State Scheme. There is full preservation of accrued benefits under 
these supplementary schemes. 

United States of America 

45. All employees in industry, commerce and non-public employment are 
eovered for retirement benefits under the Special Security Act of 1935, and 
subsequent amendments to the Act have allowed Federal, State and local 
government employees to be brought into the scheme. About 90 per cent, of 
the labour force is now covered. Benefits are banded according to earnings, and 
a worker without dependants retiring on a wage of $4,000 a year can expect a 
minimum social security pension of about one-third of this. The proportion is 
less for higher earnings. 

46. Some 25 million employees — about half the employed labour force in the 
private sector — are estimated to be covered by private occupational pension 
schemes. There are about 50,000 of these, three-quarters of which are financed 
solely by the employers. Most of the remainder are jointly financed but there 
are a few schemes maintained wholly by employees’ contributions. Occupa- 
tional pension schemes are generally regarded as providing no more than a 
supplement to social security benefits, and many schemes provide for the 
primary (i.e. single person) rate of social security payment to be offset against 
the occupational pension. 

47. Most of the schemes relate to single employers, but there are nearly 1 ,000 
multi-employer plans covering approximately 4 million workers. Company 
schemes do not permit the transfer of pension rights, but in most cases a right 
to a deferred pension, based on employers’ contributions, or joint contributions, 
as the case may be, is given to employees who leave before the normal retiring 
age. Usually age and service conditions are imposed. There is invariably an 
option, in joint contribution cases, for the worker to withdraw his own contribu- 
tions on leaving, but he thereby forfeits any benefits from his employer’s 
contributions. 

48. In multi-employer schemes, provision for deferred pensions is infrequent but 
this is to some extent compensated by the transfer of pension credits between 
employers who are members of the scheme. The value of transferability increases 
with the scope and coverage of the scheme, which can range from one particular 
craft or trade in a specified industry in one particular area, e.g. carpenters in 
the New York construction industry, to national coverage for a whole industry, 
e.g. the United Mineworkers Association Welfare and Retirement Fund. 
Reciprocal agreements between multi-employer schemes extend transferability 
still further, and about one-quarter of the workers covered by multi-employer 
schemes benefit in this way. 

49. The Federal Government has not so far acted to extend arrangements for 
the preservation of pension rights in occupational schemes. In 1962, however, 
a Committee was appointed to review legislation and administrative practice 
relating to private pension plans. 

50. In its Report to the President early in 1965, the Committee concluded that 
while the effect of private pension schemes on the mobility of labour was 
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significant, it was limited and selective. Pensions had little effect on the amount 
of involuntary movement and voluntary movements by young workers were 
probably little influenced by pension provisions. On the other hand, workers 
with appreciable service were likely to be deterred from moving when this would 
involve the loss of pension rights. The Committee recognised that there \wre 
other reasons for the reluctance of such workers to change their jobs but 
concluded that the prospective loss of pension rights might not permit a rate 
of mobility in the future to accommodate a rapid rate of technological change, 
changes in consumer demand and in the location of industry and a higher rate 
of economic growth. In particular, the lack of arrangements for preservation 
tended to keep able and skilled workers tied to a declining industry or firm 
longer than the prevailing labour market might require and inhibited I°n^ 
service workers particularly among the executive, professional, clerical and 
skilled groups) from voluntarily moving to other firms to upgrade their usefulness 
and their earning power. 

51. Provisions for vesting pension benefits before retirement age were found in 
about two out of three private pension schemes wiA three out of five of the 
workers covered by pension schemes. In contributory schemes workers 
invariably had the right to the return of their own contributions in cash, usually 
with interest. Most contributory schemes which provided for preservation 
(usuaUy only after the satisfaction of age and service qualifications) gave eligible 
workers the option of a deferred annuity or the return of their own contributions. 

52. The Committee concluded that an employee covered by a pension scheme 
should be entitled, after a reasonable period of service, to the protection of his 
future retirement benefit against any termination of his employment. Without 
vesting, a worker displaced after long years of service was denied all of his 
accrued pension protection. A worker in a similar position who voluntarily 
changed his employment had to forfeit his right to a future pension. 
circumstances were charged with inequity. The Committee also concluded 
that the establishment of arrangements for preservation in ^o-thirds of all 
plans indicated that employers, as well as employees, recognised the value of 
preservation. For employers, preservation provided added flexibility to 
management’s task of meeting manpower requirements and removed a possible 
source of employee discontent arising from the operation of the pension scheme. 
Moreover, without preservation the employer’s contributions under a pension 
scheme benefited only those employees remaining in his employ until retirement 
age. With preservation, the employer’s contributions were made available to 
a higher proportion of his work force. By bringing pension benefits to additional 
workers with a rightful claim to these, preservation strengthened the private 
pension system and the security function it was expected to perform. 

53. The Committee recommended that a preservation requirement was necessary 
if private pension schemes were to serve the broad social purpose justifying their 
favoured tax status. The International Revenue Code should be amended to 
require that occupational pension schemes in order to qualify for favoured tax 
treatment, must provide some reasonable measure of vesting for the protection 
of employees. 

54. The Committee recognised that a preservation requirement would serve no 
useful purpose if it so disrupted the existing private pension system as to nullify 
its advantages, or it served to discourage the establishment of new pension plans. 
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The problem was, therefore, to develop methods of implementing a preservation 
requirement without creating obstacles to the future growth of the private 
pension system. 

55. The Committee’s conclusions with regard to the most effective methods of 
accomplishing this objective can be summarised as follows: 

(i) The preservation requirement might take the form of graded deferred 
vesting. For example, at least one-half of accrued normal retirement 
benefits could be required to be vested after 15 years of service, with full 
benefits after 20 years of service. Application of tMs principle to some types 
of plans might be difScult but appropriate adaptations could be made. 
Graded vesting was suggested (a) to ease the cost impact on employers, (b) 
to avoid the “ locked in ” effect which could otherwise occur during the 
period immediately before the worker satisfied the qualification for full 
vesting, and (c) to reduce the incentive to evade the purpose of vesting on the 
part of some reluctant employers. 

(ii) No minimum age requirement should be imposed for the preservation of 
pension rights. Requiring that an individual must attain a specific age 
before becoming eligible for preservation would arbitrarily exclude accrual 
of certain benefits solely because they were earned early in the worker’s 
career. 

(iii) The introduction of the preservation requirement should be devised so 
as to minimise any serious cost impact on pension schemes. This could be 
done in two ways: 

(a) There could be a transitional period of three years from the date of 
enactment. During this period the pension rights of an employee in a 
private pension scheme would not be required to be preserved solely as 
a result of the adoption of this recommendation. 

(b) Careful consideration should be given to developing workable pro- 
cedures for introducing the new requirement. Among the issues that 
needed further consideration were the definition of what constitutes 
“ service ” under a plan, whether and how back-service credits should be 
treated in calculating vested benefits and, with regard to contributory 
plans, the possible application of a vesting requirement to the employer’s 
contribution if the employee’s contribution was withdrawn. 

56. On the basis of wider considerations, the Cormnittee recommended that 
minimum standards for the funding of pension schemes should be required by 
tax law. The funding process of each scheme should be certified at inception 
and periodically thereafter and the Inland Revenue Service should review 
funding arrangements on the basis of actuarial standards with the advice of a 
public advisory body of actuaries and other interested parties. 

57. On the basis of available information and actuarial estimates, the Committee 
believed that a modest vesting requirement, with rare exceptions, would not have 
a substantial impact on pension costs. This might amount to 5 per cent, for the 
majority of schemes. Special provisions should be made available for any 
schemes for which the total cost of the Committee’s recommendations (including 
those on funding) exceeded 10 per cent. 

58. It is not yet clear to what extent the Committee’s recommendations are likely 
to be implemented by the Government. 
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West Germany 

59. There is generous and almost universal State pension provision, comprising 
separate schemes for wage earners, for salaried staff, and a special and particu- 
larly favourable scheme for miners. The scheme for salaried staff applies compul- 
sorily up to a maximum income level of about £1 ,900 a year and voluntarily 
thereafter; the other two schemes have no income ceiling. Employers and 
workers each contribute 7 per cent, of pay and the pension after 40 years’ 
service is 60 per cent, of average covered earnings adjusted to take account of 
increases in general earnings levels. After 50 years’ service the pension is 75 
per cent, of average covered earnings. Pension rights are unaffected by changes 
in employment. 

60. There is a wide variety of private pension schemes which may be insured 
schemes, self-administered pension funds, or unfunded Company promises. 
There is no obligation on employers to give employees leaving before normal 
pension age a vested right to benefits derived from the employer’s contributions. 

61. Public servants are technically outside the State Schemes, but in fact enjoy 
more favourable terms and pay no contributions. On leaving the public service 
prematurely, full contributions in respect of civil servants’ years of service are 
transferred to the general State pensions fund. 
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